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Item 2 Date of Material Change

|
Mexgold Resources Inc. |
|
\

June 26, 2006 ;

Item 3 News Release

The press release attached as Schedule A was released over Canada NewsWire on June 26, 2006

Item 4 Summary of Material Change ‘\

The material change is described in the press relea#e attached as Schedule "A".
Item S Full Description of Material Chz¥nge
The materfal change is described in the press releas‘e attached as Schedule "A".

Item 6 Reliance of subsection 7.1(2) or (3) of National Instrument 51-102
Not applicable. |

Item 7 Onmitted Information

Not applicable. )

Item 8 Executive Officer ‘f PF@@@ESSE

Bradley H. Langille : S 05 2@@5
Chief Executive Officer H o asON
Mexgold Resources Inc. ! ~i N‘“’i”.ﬁb@

Tel: 902-468-0614 \ FinaNCIAL
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|
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June 26, 2006 | q |
|
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GAMMON LAKE RESOURCES INC.
202 Brownlow Ave., Cambridge 2, Suite 306
Dartmouth, Nova Scotia, B3B 1T5

www.gammonlake.com

MEXGOLD RESOURCES INC.

202 Brownlow Ave., Cambridge 2, Suite 306
Dartmouth, Nova Scotia, B3B 1T5

Tel: 902-468-0614 Fax: 902-468-0631
www.mexgold.com

|
N
Tel: 902-468-0614 Fax: 902-468-0631 h
\
TSX:GAM / AMEX:GRS / BSX:GL7 |

| TSXV:MGR

Dartmouth, June 26, 2006

GAMMON LAKE AND MEXGOLD ANNbUNCE DEFINITIVE BUSINESS COMBINATION
A(\H‘}REEMENT '

The Boards of Directors of Gammon Lake Resources ‘}nc. (TSX: GAM and AMEX: GRS) and Mexgold Resources Inc.
(TSX-V: MGR) are pleased to announce that the m‘;lo companies have entered into a definitive business combination
agreement which supersedes the binding letter of intent announced on May 29, 2006 and provides that Gammon Lake will
acquire all of the outstanding common shares and optio‘hs of Mexgold in exchange for Gammon Lake shares and options.

‘\
Under the business combination, Mexgold shareholders will receive 0.47 common shares of Gammon Lake for each
Mexgold common share held. Mexgold options will be exchanged for options to purchase Gammon Lake common shares
on an economically-equivalent basis. H

|
Mr. Fred George, Chairman and President of Gammon Lake, stated, “with consolidation occurring around the world, it is
only logical that two related companies based in the same city, with common management and a significant number of
common shareholders, join forces to become more com‘_}petitive.” The business combination will result in a single company

with a common purpose and a focus on the exploration ‘#‘or and mining of gold and silver in Mexico.
Glen Holmes, Chaimman of the Special Committee :of Mexgold’s directors, said “the Committee was unanimous in
recommending the business combination.” !

|
Procedurally, the business combination will be a sta\‘l"‘tutory plan of arrangement under the Business Corporations Act
(Ontario). The arrangement is subject to approval by| a two thirds majority of holders of Mexgold common shares and
options, voting together as a class. Tt is also subject to the approval of a majority of the disinterested holders of Mexgold
common shares and the approval of the Superior Court of Justice (Ontario).

The meeting of Mexgold shareholders and option holders to approve the Business Combination will be held on or about
July 28, 2006. The notice of meeting, information circular and related materials will be mailed during the first week of July.
|
|
About Gammon Lake )
I
Gammon Lake Resources Inc. is a Nova Scotia based r}'nineral exploration and mining Company with properties in Mexico.
The company’s flagship Ocampo Gold-Silver Project i.‘ now in production and Gammon Lake is moving toward becoming
a mid-tier gold and silver producer in 2006. The company is 100% unhedged and is fully financed following a US$40

million increase in its credit facility to finance remaining costs related to the Ocampo project.

About Mexgold |

Mexgold Resources has been producing gold and silvér from the E1 Cubo Mine since the Company acquired the mine in
March, 2004. Mexgold has a cash position of apprO):j(imate]y C$36 million. During the first quarter of 2006 the mine
produced 10,643 ounces of gold and 496,783 ounces ofjsilver. On a fully diluted basis, Mexgold is currently 20% owned by
Gammon Lake. I




Cautionary Statement |

No stock exchange, securities commission or other 1regulatory authority has approved or disapproved the information

contained herein. i

This News Release includes certain “forward-looking

statements” within the meaning of the Private Securities Litigation

Reform Act of 1995 and “forward-looking information™ within the meaning of applicable Canadian legislation. All
statements other than statements of historical fact, jincluded in this release, including, without limitation, statements

regarding potential mineralization and reserves, synerg

position of the combined company, the benefits of
objectives of Gammon Lake and Mexgold, are forwal

ies and financial impact of the proposed transaction, the competitive
he proposed transaction, exploration results, and future plans and
d -looking statements (or forward-looking information) that involve

various risks and uncertainties. There can be no assurapce that such statements will prove to be accurate and actual results
and future events could differ materially from those anﬁicipated in such statements. Important factors that could cause actual
results to differ materially from Gammon Lake’s and Mexgold’s expectations include, among others, risks related to

li
international operations, the businesses of Gammon La
proving more difficult, time consuming or costly than
actual results of current exploration activities, conclus

ke and Mexgold not being successfully integrated or such integration

‘expected, not realizing on potential benefits of the combination, the

ions of economic evaluations and changes in project parameters as

plans continue to be refined as well as future prices of gold and silver, as well as those factors discussed in the section

entitled “Risk Factors” in Gammon Lake’s Form 40-

F and Annual Information Form as filed with the United States

Securities and Exchange Commission and Mexgold"s Management’s Discussion and Analysis as filed with securities

regulatory authorities in Canada. Although Gammon Irake and Mexgold have attempted to identify important factors that

could cause actual results to differ materially, there may be other factors that cause results not to be as anticipated, estimated
1

or intended.

There can be no assurance that such statements will
materially from those anticipated in such statements.
looking statements. Neither Gammon Lake nor Mexg
included herein, except in accordance with applicable s

For further information please visit the Gammo

www.mexgold.com.

For additional information please contact:

|
rove to be accurate as actual results and future events could differ
Accordingly, readers should not place undue reliance on forward-
old undertakes to update any forward-looking statements that are
ccurities laws.

n Lake or Mexgold websites at www.gammonlake.com or
|
‘\
|

Bradley H. Langille

Chief Executive Officer \1;

Gammon Lake Resources Inc. and Mexgold Resources
902-468-0614

Jodi Eye

|
[nc.
|

Investor Relations H
Gammon Lake Resources Inc. and Mexgold Resources Inc.

902-468-0614
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Item 1 Name and Address of Company
Mexgold Resources Inc.

202 Brownlow Avenue

Cambridge 2, Suite 306

Dartmouth, Nova Scotia

B3B 1T5

Item 2 Date of Material Change

August 9, 2006 \

Item 3 News Release

XM 51-102F3
' CHANGE REPORT

MANPPIRT et o WUIC [Ly 3L (b))

r $1-39749

File No,

The press release attached as Schedule A was released over Canada NewsWire on August 9, 2006

Item 4 Summary of Material Change

The material change is described in the press releaseﬂ: attached as Schedule "A".

Item §

Full Description of Material Chal\\‘lge

i

The material change is described in the press release attached as Schedule "A".

Item 6

Not applicable.
Item 7 Omitted Information
Not applicable.
Item 8 Executive Officer
Bradley H. Langille

Chief Executive Officer

Mexgold Resourcses Inc.

Tel: 902-468-0614

Ttem 9 Date of Report
August 9, 2006

Mexgold/Press Release/MCR August 9, 2006

Reliance of subsection 7.1(2) or (3) of National Instrument 51-102



GAMMON LAKE RESOURCES INC.
1601 Lower Water Street

Suite 402, Summit Place, PO Box 2067
Halifax, Nova Scotia, B3J 271

Tel: 902-468-0614 Fax: 902-468-0631
www.gammonlake.com

TSX:GAM / AMEX:GRS / BSX:GL7

Halifax, August 9, 2006

Gammon Lake Resou
Complete Bu

Gammon Lake Resources Inc. (“Gammon Lake

Inc. (“Mexgold”) (TSX-V:MGR) are pleased to

combination of Mexgold with Gammon Lake which 1

Gammon Lake acquired all of the issued and outstar

of a plan of arrangement under the Business Corpe
Common Shares and Stock Options of Gammon Lake

Mexgold Common Share (see below for details). As
subsidiary of Gammon Lake. Mexgold has applied

MEXGOLD RESOURCES INC.
1601 Lower Water Street

Suite 402, Summit Place, PO Box 2067
Halifax, Nova Scotia, B3J 2Z1

Tel: 902-468-0614 Fax: 902-468-0631
www.mexgold.com

TSXV:MGR

rces and Mexgold Resources
‘smess Combination
\

\’) (TSX:GAM and AMEX:GRS) and Mexgold Resources
) announce that they have today completed the business
was announced on June 26, 2006.

ding Common Shares and Stock Options of Mexgold by way
orations Act (Ontario) (the "Arrangement”), in exchange for
c on the basis of 0.47 Gammon Lake Common Shares for each
a result of the Arrangement, Mexgold is now a wholly-owned
to cease to be a reporting issuer in all provinces of Canada in

which it is a reporting issuer and has applied to delist its Common Shares from the TSX Venture Exchange. As a

further result of the Arrangement, holders of a Mexg
Common Share.

bld Common Share will be entitled to 0.47 of a Gammon Lake

Highlights of the new Gammon Lake include:

Intermediate gold-silver Company with a fully-dlluted market capitalization of over C$1.8 billion (based on

the July 27, 2006 closing price of Gammon Lake)

ounces'” annually (free of hedging).

A large Measured & Indicated Resource o
ounces of gold and 165-million ounces of
million gold equivalent ounces (4.9-million

within the Measured & Indicated Resources ¢
equivalent ounces (2.8-million ounces of go

Expected low cash costs of below US$200 pez

Upon reachmg full production, Gammon Lake is expected to produce more than 400,000 gold equivalent

r gold equivalent ounce. ")

Fmore than 6.0-million gold equivalent ounces (3.5-million
silver) and additional Inferred Resources of more than 9.0-
ounces of gold and 249-million ounces of silver). Included
are Proven & Probable Reserves of more than 5.0-million gold
d and 137-million ounces of silver). (Slightly different gold-

silver ratios were used by each respective Cdmpany. Refer to reserve and resource tables at the end of this

release).

Low geopolitical risk.

Attractive exploration land package.

With a cash position of approximately C$3
accelerate the exploration and development o

4
L]
) Gold equivalent values are based on 60 gran

US$450/0z and a silver price of US$7.50/0z. Go
10,500,000 ounces of silver.

\
}‘
‘6 million, the new Company will be in a strong position to
‘f the combined portfolio of properties.

Strong, committed and entrepreneurial manaéement with proven track record.

ns of silver = 1 gram of gold, calculated on a gold price of

‘ld equivalent production based on 235,000 ounces of gold and
\

!

|
\
\
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Effective today, all of the issued and outstanding C(:mmon Shares and Stock Options of Mexgold (other than the
Common Shares of Mexgold held by Gammon Lake) are deemed to have been transferred to Gammon Lake in
exchange for Common Shares and Stock Options offGammon Lake on the basis of 0.47 Gammon Lake Common
Shares for each Mexgold Common Share (rounded up if the fractional interest is 0.5 or more, and rounded down if
the fractional interest is less than 0.5), and Gammon Lake Stock Options to purchase a proportionate number of
Gammon Lake Common Shares at a proportionate price (in each case based on the exchange ratio of 0.47 Gammon
Lake Common Shares for each Mexgold Common}Share). The outstanding Mexgold Common Share purchase
Warrants have been adjusted on the same basis in ac‘jcordance with their terms so that they are now exercisable for
Gammon Lake Common Shares. ‘i

I

Exchange of Shares

Gammon Lake has issued 21,786,333 Gammon Lake Common Shares, and Gammon Lake Stock Options
exercisable to acquire up to an aggregate of 5,564,‘:696 Gammon Lake Common Shares in connection with the
Arrangement. Another 186,120 Gammon Lake Common Shares are reserved for issuance on the exercise of the
adjusted Mexgold Warrants. Immediately following ;fthe Arrangement and the adjustment of the Mexgold Warrants,
the former shareholders of Mexgold (other than Gammon Lake) hold approximately 22% of the issued and

. | . "
outstanding Gammon Lake Common Shares on a non-diluted basis.

|
Mexgold Shareholders who desire to receive certificates representing the Gammon Lake Common Shares to which
they are entitled under the Arrangement should complete, execute and deliver to Computershare Investor Services
Inc. the letter of transmittal that was mailed to ;the shareholders of Mexgold with Mexgold’s management
information circular dated June 28, 2006, together with the certificates for their Mexgold Common Shares.
Beneficial shareholders should contact their intermediary for instructions and assistance in providing details for
registration or delivery of their Gammon Lake Common Shares.

Whether or not shareholders return their letters of transmittal and share certificates, the shareholders of Mexgold

have ceased to be shareholders of Mexgold effective today and are only be entitled to receive the certificates

representing that number of Gammon Lake Comm%})n Shares to which they are entitled under the Arrangement.
However, if any shareholder fails to deliver the LetEer of Transmittal, the certificates for Common Shares and all
other required documentation to Computershare on or before the sixth anniversary of the Effective Date (August 8,
2006), such shareholder will be deemed to have surrendered such Common Shares to Gammon Lake for

cancellation and such Common Shares will be cancelled.

|

‘\

Gammon Lake Resources Inc. is a Nova Scotia basqd mineral exploration and mining Company with properties in
Mexico. The Company’s flagship Ocampo Projecﬁ is now in production and Gammon Lake is moving toward
becoming a mid-tier gold and silver producer in 2006. Gammon Lake also owns the El Cubo Mine, by virtue of
having acquired 100% of Mexgold Resources Inc. [Following a US $40 million increase in its credit facility and
influx of C$36 million from the combination with Mexgold Resources, Gammon Lake remains 100% unhedged
and fully financed to achieve full production at Ocarr}1po and El Cubo within the 2006 calendar year.

The qualified person responsible for all technical dat‘a reported in this news release is Mr. John C. Thornton, Chief
Operating Officer. ‘1

About Gammon Lake

Cautionary Statement
|

No stock exchange, securities commission or other regulatory authority has approved or disapproved the
information contained herein. H
: |

This News Release includes certain “forward-looking statements” within the meaning of the Private Securities

Litigation Reform Act of 1995 and “forward-looking information™ within the meaning of applicable Canadian

legislation. All statements other than statements o‘f historical fact, included in this release, including, without




limitation, statements regarding potential mineralization and reserves, synergies and financial impact of the
proposed transaction, the competitive position of the' combined company, the benefits of the proposed transaction,

exploration results, and future plans and objectives o‘f Gammon Lake and Mexgold, are forward-looking statements

(or forward-looking information) that involve varlouHs risks and uncertainties. There can be no assurance that such
statements will prove to be accurate and actual results and future events could differ materially from those

anticipated in such statements. Important factors tha‘\c could cause actual results to differ materially from Gammon
Lake’s and Mexgold’s expectations include, among others, risks related to international operatlons the businesses

of Gammon Lake and Mexgold not being successfully integrated or such integration proving more difficult, time

consuming or costly than expected, not realizing on potential benefits of the combination, the actual results of

current exploration activities, conclusions of econo‘mlc evaluations and changes in project parameters as plans
continue to be refined as well as future prices of gold and silver, as well as those factors discussed in the section
entitled “Risk Factors” in Gammon Lake’s Form 40-F and Annual Information Form as filed with the United States
Securities and Exchange Commission and Mexgo‘;ld’s Management’s Discussion and Analysis as filed with
securities regulatory authorities in Canada. Althou“gh Gammon Lake and Mexgold have attempted to identify
important factors that could cause actual results to d1ffer materially, there may be other factors that cause results not
to be as anticipated, estimated or intended. “

|

There can be no assurance that such statements WJHl\prove to be accurate as actual results and future events could
differ materially from those anticipated in such statements. Accordingly, readers should not place undue reliance on
forward-looking statements. Neither Gammon Lake nor Mexgold undertakes to update any forward-looking

statements that are included herein, except in accordz{hce with applicable securities laws.

For further information please visit the Gammon Lake or Mexgold websites at www.gammonlake.com or
www.mexgold.com.

For additional information please contact:

Bradley H. Langille ‘ Jodi Eye

Chief Executive Officer I Investor Relations

Gammon Lake Resources Inc. and Gammon Lake Resources Inc. and
Mexgold Resources Inc. \\‘ Mexgold Resources Inc.
902-468-0614 j 902-468-0614

Gammon Lake Resources Inc. and Mexgold Resources Inc. Proven & Probable Reserves

Table 1: Gammon Lake Resource"s Inc. Ocampo Proven & Probable Reserves

Gold | Gold

Project Area Gold | Silver | Equivalent Tonnes Gold Silver Equivalent
‘ gt | (gt (g/t) Ounces Ounces Ounces
Northeast Area 4.51 219 8.2 | 3,954,000 573,000 27,830,000 1,037,000
Open Pit Area High Grade 1.73 81 3.1 | 28,160,000 1,566,000 73,633,000 2,793,000
Open Pit Area Low Grade 0.23 0.4 29,569,000 221,000 8,360,000 360,000
Total Ocampo 119 | 55 21 | 61,683,000 | 2,360,000 | 109,823,000 | 4,190,000
Proven & Probable i

The above was calculated using a gold equivalent external cut off grade of 3.0 g/t for the Northeast underground and 0.2 g/t for the open pit.
Gold equivalent values are based on 60 grams of silver = 1 gram of gold, calculated on a gold price of US $450/0z and a silver price of US
7.50/0z. Proven & Probable reserves stated above are a subset of Measured & Indicated resources contained in Table 3.




|
|
Table 2: Mexgold Resources Inc. El Cubo-Las Torres Proven & Probable Reserves
| lGoud Gold

Gold Sil | T 1 il
Mineral Category 0 rver Eq‘uivalent onnes Gold Silver Equivalent

@9 | @y | (@ | (0005

3

Ounces Ounces Ounces

EiCubo ‘ . , . e Ll
Proven 331 212 692 1,280 136,213 | 8,724,224 284,784
Probable 3.44 188 T 6.64 2,630 290,867 | 15,896,246 561,576
Total El Cubo Proven & !

3.40 196 ! 6.73 3,910 427,081 24,620,470 846,360
Bropable Reserves i )

_Las Torres (Unde ...

Proven 11,179 | 1,295,002 33232

Probable 2.60 81 . 398 550 45975 | 1,432,283 70,366
|

Total Las Torres Proven & 240 15| | 435 740 57,153 | 2,727,285 103,598

Probable Reserves I ‘

—“(’\\—\-—_———‘

Total Proven & 34| 183| | 635| 4650 484234 | 27,347,755 949,958
Probable Reserves \;

Gold equivalent values are based on 58.7 grams of silver = 1 gram of gold, calculated on a gold price of US $505 and a silver price of US

$8.60. Dilution is 50% at zero grade. 95% extraction ant1c1pated Proven & Probable reserves stated above are a subset of Measured &
Indicated resources contained in Table 4.
!

Gammon Lake Resources Inc. and Mexgold Resources Inc. Measured & Indicated Resources

Table 3: Gammon Lake Resources Inc. Ocampo Measured & Indicated Resources

Gold Gold
Project Area Gold | Silver | Equ ‘valent Tonnes Gold Silver Equivalent
(git) | (gt (g/t) QOunces QOunces Ounces
Northeast Area Measured 5.47 242 9.5 1,529,000 269,000 11,911,000 468,000
Open Pit Area Measured 0.79 36 .4 38,330,000 974,000 44,369,000 1,713,000

2,181,000

Total Measured 39 859 000 1,243,000 56,280,000
“Northeast Indicated 4.10 T 74 | 3389000 | 447,000 | 21,438,000 802,000

Open Pit Area Indicated 0.91 6 40,532,000 | 1,186,000 | 55,650,000 | 2,114,000

Total Indicated 116 21 5921000 | 163000 | 77,088,000 2916000

Total Measured and Indicated 83, 780 000 2,876, 000 133,368 000 5 097 000
The above was calculated using gold equ1valent external cut off grades of 3.0 g/t for the Northeast underground, 0.20 g/t for the open p1t area,
and 0.40 g/t for the Northeast surface. Gold equivalent values are based on 60 grams of silver = 1 gram of gold, calculated on a gold price of

US $450/0z and a silver price of US $7.50/0z. Proven & Probable reserves contained in Table 1 are a subset of Measured & Indicated
resources stated above .




Table 4: Mexgold Resources Inc. El Cu

bo-Las Torres Measured & Indicated Resources

Measured

Mineral Category

__ _ ' (g/t) (g/t) (g/t) ‘ (000's) | Ounces Qunces Qunces

10.38

Gold

Silver

4.96

Gold
Equivalent

Tonnes

Gold

Silver

9,201,330

Equivalent

Gold

Measured

2.75

318

318 900 | 143,518 300,214
Indicated 516 283 9.98 1,850 | 306,904 | 16,832,133 593,550
Total El Cubo Measured & 509 | 294 10.11 2,750 | 450,422 | 26,033,463 893,764

134

11,847

35,178

Measured & Indicated Resources
_ Las Torres (Proposed) Phoenix Pit

Indicated

182,291

1,369,976
Indicated 390 | 123 5.99 385 | 48273 | 1,522,463 74,200
Total Las Torres Underground 3.60 | 173 6.56 519 | 60,121 | 2,892,439

3,308,235

109,378

238,629

Total Phoenix Pit Indicated

Total Measured & 4.01
Indicated Resources )

2.70

187

5,369

182,291

692,833

3,308,235

32,234,137

238,629

1,241,770

Gold equivalent values are based on 58.7 grams of silver =1 gr
$8.60. Proven & Probable reserves contained in Table 2 are 2

Gammon Lake Resources Inc. and Mexgold Resou

subset of Measured & Indicated resources stated above.

rces Inc. Inferred Resources

am of gold, calculated on a gold price of US $505 and a silver price of US

Table 5: Gammon Lake Reso{urces Inc. Ocampo Inferred Resources

Gold Gold
Project Area Gold | Silver | Equivalent Tonnes Gold Silver Equivalent
@0 | (@ /0 Ounces Ounces Ounces
Northeast Area Inferred 4.26 234 79 13,556,000 1,870,000 99,820,000 3,573,000
Inferred Open Pit Area 2.13 122 4.1 15,769,908 1,080,000 62,065,000 2,114,000
Total Inferred 3.13 172 6.0 29,325,908 2,950,000 161,885,000 5,687,000

The above was calculated using gold equivalent external cut off g;;rades of 3.0 g/t for the Northeast underground, 0.20 g/t for the open pit area,
and 0.40 g/t for the Northeast surface. Gold equivalent values are based on 60 grams of silver = 1 gram of gold, calculated on a gold price of
US $450/0z and a silver price of US $7.50/0z. The full Technical Report on the Ocampo Gold-Silver Project, dated January 2006, prepared

by Mintec, Inc. is available at www.sedar.com.




Table 6: Mexgold Resources In El Cubo-Las Torres Inferred Resources

Deposit Location

Gold
)

Silver

(1)

. Gold
- Equivalent

(@

Tonnes

(000's)

4,100

Gold

Ounces

Silver

Ounces

Gold
Equivalent
Ounces

Total Inferred

6.44

7,533

849,272

41,703,051

| 674.893 | 35.194.605 | 1274246

Las Torres 4.24 80 || 5.60 333 | 45,393 856476 59.979

Total Underground 5.05 253 |, 9.36 4,433 | 720286 | 36,051,081 | 1,334,225
Inferred |

Proposed Pits. o : 7

Phoenix 58 3.71 1100 | 96,193 ] 2,051,170 131,124

Veta Madre 0.51 56 || 146 2.000 | 32793 | 3.600.800 94,114
- |

Total Pits 1.29 57| 226 | 3,100 | 128986 | 5,651,970 225237
Inferred |

1,559,462

Gold equivalent values are based on 58.7 grams of silver = 1 gr.
$8.60. The full Technical Report on the El Cubo Gold-Silver M

Clark & Associates Ltd. is available at www.sedar.com.

am of gold, calculated on a gold price of US $505 and a silver price of US
ine, dated April 17, 2006, prepared by Glenn R. Clark, P.Eng. and Glenn R.
I

Table 7: Mexgold Resources Inc. Guadalupe y Calvo Inferred Resources
. . Gold | Silver G,OId Tonnes Gold Silver G,OId
Deposit Location Equivalent Equivalent
(g/t) (g/t) (g/t) (000's) Ounces Ounces Ounces

Rosario Bulk Tonnage 160 | 9% 3.08| 10,700 | 566,000 | 33,100,000 | 1,080,000
(at 75% of available tonnes)

Rosario Underground 18.50 | 435 25.19 700 | 393,000 | 9,200,000 530,000
(at 33% of available tonnes)

Rosario Subtotal 2.64 117 4.43 11,400 959,000 | 42,300,000 1,610,000
Nankin Underground 925 260 13.25 400 | 118,000 | 3,300,000 170,000
(at 33% of available tonnes)

Total Rosario and 284 | 120 4.69 | 11,800 | 1,077,000 | 45,600,000 | 1,780,000
Nankin Structures |

Gold equivalent values are based on 65 grams of silver = 1 gram of gold, calculated on a gold price of US $300 and a silver price of US

$4.61. The full Technical Report on the Guadalupe y Calvo Gold-Silver Project, dated November 25, 2002, prepared by Pincock, Allen &

Holt is available at www sedar.com.

Hif
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File No.: §2- 24344

A detailed description of the transactions described i m this Letter of Transmittal and Election Form is contained in
the management information circular of Mexgold Resources Inc. dated June 28, 2006 (the “Circular”) mailed to
shareholders of Mexgold Resources Inc. in connection with the special meeting of shareholders and optionholders
of Mexgold Resources Inc. that is scheduled to be held on July 28, 2006. You are strongly encouraged to read the
Circular before completing this Letter of Transmittal and Election Form. You may obtain a copy of the Circular
under the profile of Mexgold Resources Inc. at wwi.sedar.com. You may also request a copy free of charge by
contacting Computershare Investor Services Inc. at‘ the address or telephone numbers set out in this Letter of
Transmittal and Election Form. ‘
I
The instructions accompanying this Letter of Ti ran‘smittal and Election Form should be read carefully before
completing this Letter of Transmittal and Election Form. Computershare Investor Services Inc. (see below for
address and telephone number) or your broker or other financial advisor will assist you in completing this Letter of
Transmittal and Election Form.

|
i [t
il

| -
LETTER OF TRANSMITTAL AND ELECTION FORM 3;.: =
for registered holders of common shares of 2e T A
1‘ of o m
MEXGOLD RESOURCES INC. =D
(the “Company”) I

This Letter of Transmittal and Election Form is for use by registered holders of common shares‘*‘?
(“Common Shares™) of the Company in connect‘1or1 with the proposed arrangement (the “Arrangement™)J
involving the Company and Gammon Lake Resource Inc. (“Gammon Lake™), that is being submitted for
approval at the special meeting of holders of C H Common Shares (“Shareholders™) and holders ofstock
options to purchase Common Shares to be held on July 28, 2006 (the “Meeting”), whereby Gammon
Lake proposes to acquire all of the outstanding Common Shares and options to purchase Common Shares

in exchange for common shares of Gammon Lake (“Gammon Lake Common Shares™). Shareholders will

receive 0.47 of a Gammon Lake Common Share
to the Circular which contains important deta

encouraged to carefully review the Circular in its

As soon as reasonably practicable, but in any
effective date of the Arrangement (the “Effec
Computershare Investor Services Inc. (“Compu

Election Form, certificate(s) representing the Ce

for each Common Share held. Shareholders are referred
Is with respect to the Arrangement. Shareholders are
entirety.

‘} event within the later of three business days after the
tive Date™) and ten business days after the receipt by
tershare’ ") of a duly completed Letter of Transmittal and
mmon Shares (the “Certificates”) and any other required

documents, a Shareholder who has properly completed and delivered this Letter of Transmittal and
Election Form and delivered the Certificates and any other required documents will be entitled to receive,

as consideration for their Common Shares, Gammon Lake Common Shares on the basis set forth above.

Where the exchange results in a fractional share no fractional Gammon Lake Common Shares will be
issued. Instead, each fractional Gammon Lake Common Share being rounded up (if the fractional interest

is 0.5 or more) or down (if the fractional interest

be.

The effective date of the Arrangement is anti
Shareholders approve the Arrangement, the cou
approvals have been received and all other condi

To ensure timely delivery of the certificate(s)
“Gammon Lake Certificates™) that a Shareholder

that this Letter of Transmittal and Election F
Certificates and any other required documentatio

at the address set forth on the back page of this 1

p-m. (Toronto time) on the second business day

is less than 0.5) to the next whole share, as the case may
b

cipated to be as soon as practicable after the date the
t has approved the plan of arrangement, and all required
;tions have been waived or satisfied.

!
representing the Gammon Lake Common Shares (the
is entitled to under the Arrangement, it is recommended
orm, properly completed and signed, together with the
n be delivered by mail, hand or courier to Computershare
etter of Transmittal and Election Form on or before 5:00
Jrecedmg the Meeting (the “Deposit Date™). The Deposit

Date will be July 26, 2006 unless the Meeting is postponed or adjourned. Shareholders who do not

\
I
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\
\
deliver a properly completed and signed Letter of Transmittal and Election Form, the Certificates and all

other required documentation to Computershare will not receive the Gammon Lake Certificate(s) to
which they are otherwise entitled, until such documentation is provided.

Whether or not Shareholders deliver this Lette‘r of Transmittal and Election Form, the Certificates and all
other required documentation to Computershe“re, as of the Effective Date, Shareholders will cease to be
Shareholders of the Company and, in respect of their Common Shares, will only be entitled to receive the

Gammon Lake Certificates to which they \‘are entitled under the Arrangement or, in the case of
Shareholders who properly exercise dissent rﬂghts (as described in the Circular), the right to receive fair
value for their Common Shares in accordance with the dissent procedures. However, if any Shareholder
fails to deliver this Letter of Transmittal and ‘Electlon Form, the certificates for Common Shares and all
other required documentation to Computershare on or before the sixth anniversary of the Effective Date,

such Shareholder will be deemed to have éjurrendered such Common Shares to Gammon Lake for

cancellation and such Common Shares will becancelled.
\
DELIVERY OF THIS LETTER OF TRANSMITTAL AND ELECTION FORM TO AN ADDRESS

OTHER THAN AS SET FORTH ON THE LTAST PAGE HEREOF WILL NOT CONSTITUTE VALID
DELIVERY.

Please carefully read the Circular and the instructions herein before completing this Letter of Transmittal
and Election Form.




TO:
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PART 1 - DEPOSIT

d
MEXGOLD RESOURCES INC.““

AND TO: GAMMON LAKE RESOQURCES INC.

AND TO: COMPUTERSHARE INVESTOR SERVICES INC,, AS DEPOSITARY

The undersigned delivers to you the enclosed Certificate(s) for exchange and cancellation upon the
Arrangement becoming effective. The details of the enclosed Certificate(s) are as follows:

\

(Please print; if insufficient space, attach a list in the form below)

\\
Number of Common
Certificate Number(s) Name‘ in which the Certificate is Registered Shares Deposited

The undersigned hereby:
1.

2.

TOTAL:

Acknowledges receipt of the Circular. |

Understands that, subject to paragraphﬂél below, upon receipt and deposit of: (i) this Letter of
Transmittal and Election Form, properly completed and signed; (ii) the Certificate(s); and (iii)
any other required documentation (cdllectlvely, the “Required Documentation™), as soon as
practicable after the Effective Date, and in any event within the later of three business days after
the Effective Date and ten business days after the receipt by Computershare of the Requ1red
Documentation, the Gammon Lake Cemﬁcate(s) which the undersigned is entitled to receive
under the Arrangement will be sent by Computershare to the address shown in Box A below, or if
Box B below is completed, to the address shown in Box B or, if Box C below is completed, will
be held for pick-up. In each case, the Gammon Lake Certificate(s) will be in the name shown in

Box A below. “

h
Understands that whether or not the \undermgned delivers the Required Documentation to
Computershare, as of the Effective Date the undersigned will cease to be a Shareholder of the

Company and, subject to paragraph é‘l below, will only be entitled to the Gammon Lake
Certificates which the undersigned is entitled to receive under the Arrangement in respect of the

Common Shares held. 1‘
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Understands that if the undersigned is a Shareholder who fails to deliver the Required
Documentation with respect to any Common Shares held by the undersigned to Computershare
on or before the sixth anniversary of the Effective Date, the undersigned will be deemed to have
surrendered the Common Shares to Gammon Lake for cancellation and such Common Shares

will be cancelled.

Represents and Warrants that: |

(2)

(b)

©

(d)
©

‘\

The undersigned has full pow er and authority to deposit, sell, assign and transfer the

Common Shares being deposnFed and has not sold, assigned or transferred or agreed to
sell, assign or transfer any of s\uch deposited Common Shares, or any interest therein, to

any other person.
i

The undersigned, or the personi on whose behalf the Common Shares are being deposited,
has good title to and is the ben\Fﬁcial owner of the Common Shares being deposited, free
and clear of all liens, restrictions, charges, encumbrances, claims and rights of others.

|
The undersigned has the full power and authority to execute and deliver this Letter of

Transmittal and Election Form‘iiand all information inserted into this Letter of Transmittal
and Election Form by the undersigned is complete and accurate.

The deposit of the Common Sh““ares complies with applicable laws.

Unless the undersigned has r?voked this Letter of Transmittal and Election Form by
notice in writing given to Computershare not later than 5:00 p.m. (Toronto time) on the
second business day preceding ‘the Effective Date, the undersigned will not, prior to such
time, transfer or permit to be t‘yansfened any of the Common Shares represented by the
Certificate(s) enclosed with thls Letter of Transmittal and Election Form.

Directs the Company, Gammon Lake ahd Computershare:

(@)

(b)

To issue or cause to be issued the Gammon Lake Certificate(s) which the undersigned is
entitled to receive under the LArrangement and to send such certificates, as soon as
reasonably practicable after the“Effectlve Date, and in any event within the later of three
business days after the Effectwe Date and ten business days after the receipt by
Computershare of the Requlred Documentation, by first class mail, postage prepaid, in
accordance with the 1nstruct10\“ns given in Box A or Box B below, or to hold such
certificates for pick-up in accordance with the instructions given in Box C below.
\

If the Arrangement is not comp%eted to return the Certificates to the undersigned, as soon
as reasonably practicable, by ﬁrst class insured mail, postage prepaid, to the undersigned
at the address of the under51gned shown in the register of Common Shares maintained by
the Company or Computershare or, if Box C below has been completed, hold such
Certificates for pick-up by tl}e undersigned. The under51gned recognizes that the
Company has no obligation pursuant to the instructions given below to transfer any of the

undersigned’s Common Shares ~1f the Arrangement is not completed.

Revokes any and all authority, other than as granted in this Letter of Transmittal and Election
Form or a proxy granted for use at the Meeting, whether as agent, attorney-in-fact, attorney,

proxy or otherwise, previously conferred or agreed to be conferred by the undersigned at any time

with respect to the Common Shares bqing deposited and no subsequent authority, whether as
agent, attorney-in-fact, attorney, proxy or otherwise will be granted with respect to the Common
Shares being deposited. |
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11.
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Covenants to execute, upon request, ar“jy additional documents, transfers and other assurances as
may be necessary or desirable to complete the deposit of the Common Shares.
|

Acknowledges that all authority conferred or agreed to be conferred by the undersigned herein
may be exercised during any subsequent legal incapacity of the undersigned and will, to the
extent permitted by law, survive the death or incapacity, bankruptcy or insolvency of the

undersigned and all obligations of the

undersigned herein will be binding upon the heirs, personal

representatives, successors and assigns of the undersigned.

Acknowledges that deposits of Common Shares pursuant to the instructions hereto will constitute
a binding agreement between the undersigned and the Company upon the terms and subject to the
conditions set forth in the Circular, including the undersigned’s representations and warranties set

forth above which, together with the
completion of the Arrangement.

undersigned’s covenants set forth herein, will survive the
\

\

Agrees that all questions as to validity,| form, eligibility (including timely receipt) and acceptance
of any Common Shares deposited pursuant to the Arrangement will be determined by the

Company in its sole discretion and

that such determination will be final and binding and

acknowledges that there is no duty or \obligation on the Company, Computershare or any other

person to give notice of any defect or

irregularity in any deposit and no liability will be incurred

by any of them for failure to give any such notice.

i
|



BOX A - ISSUANCE INSTRUCTIONS |
i

Issue Gammon Lake Certificate(s) in the name indica‘;ed
below and enter the address indicated below in the sh?re
register. (See Instructions 2, 3, 4 and 35; please print‘j or

type.) §

(Name) i

(Street Address and Number)

(City and Province or State)

(Country and Postal or Zip Code)

(Area Code and Telephone Number — Business Hours) !

(E-mail Address) \

(Tax Identification, Social Insurance or Social Security Number)

BOX B - SPECIAL DELIVERY INSTRUCTIONS

To be completed ONLY if the Gammon Lake Certificate(s)
are to be sent to someone other than the person shown in
Box A or to an address other than the address shown in Box
A. (See Instructions 2, 3, 4 and §; please print or type.)

I:] Same address as Box A; or

(Name)

(Street Address and Number)

(City and Province or State)

(Country and Postal or Zip Code)

(Area Code and Telephone Number — Business Hours)

(E-mail Address)

i
BOX C - SPECIAL PICK-UP INSTRUCTIO;\“’S

m|

HOLD FOR PICK UP AT THE OFFICE OF DEPOSITARY AT THE PLACE OF DEPOSIT

BOX D - SIGNATURE GUARANTEE

1
|
Signature guaranteed by !
(if required under Instruction 3): |

Authorized Signature ‘

Name of Guarantor (please print or tvpe)

Address (please print or type)

Area Code and Telephone Number

BOX E - SIGNATURE

Dated:

Signature of Shareholder or Authorized Representative
-- See Instructions 2, 3 and 4

Name of Shareholder (please print or type)

Name of Authorized Representative, if applicable
(please print or type)

Address (please print or type)

Area Code and Telephone Number

(E-mail Address)




| BOXF
TAX DEFERRAL ELECTI(D;N FOR CANADIAN SHAREHOLDERS

0 Check this box if the beneficial owner of the depo}lsited Gammon Shares represented by the certificates listed in Box 1,
(1) is an “Eligible Holder” (defined below), and (2) would like to make the joint tax election with the Offeror described
in the Circular under the heading “Canadian Fedéral Income Tax Considerations - “Shareholders Resident in Canada
Who Participate in the Arrangement - Exchange of Common Shares for Gammon Lake Common Shares” with Election
under the Tax Act (defined below). Eligible Holders who check this box and submit this Letter of Transmittal will
receive a tax instruction letter from the Depos1tary“

The joint tax election can only be made by beneﬁci:‘il owners of Common Shares who are Eligible Holders, and who
receive Gammon Lake Common Shares as conmderatmn for their Common Shares. No joint tax election will be
made with any other persons.

An “Eligible Holder” means a person who is residentin Canada for purposes of the Income Tax Act (Canada) (the “Tax
Act”) and who is not exempt from tax under Part I of th‘¢ Tax Act.

|
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PART 2 }}- INSTRUCTIONS
I
1. Use of Letter of Transmittal ”

1.1 To ensure timely delivery of the Gamnt\lon Lake Certificates to which a Shareholder is entitled, it
is recommended that this Letter of Transmittali and Election Form, or a manually signed facsimile copy
hereof, properly completed and duly executed“ as required by the instructions set forth below, together
with accompanying Certificate(s) and any otﬂcr documents required by this Letter of Transmittal and
Election Form, be received by Computershare at any of the offices specified below on or before the
Deposit Date. I

1.2 The method used to deliver this Lettleier of Transmittal and Election Form, the Certificate(s)
and all other required documents is at the option and risk of the person depositing the same, and
delivery will be deemed effective only when “such documents are actually received. The Company
recommends that such documents be deliwered by hand to Computershare and a receipt be
obtained therefor. However, if such documents are mailed, the Company recommends that
registered mail, with return receipt reques‘ied, be used and that proper insurance be obtained.
Shareholders whose Common Shares are r:égistered in the name of a broker, investment dealer,

bank, trust company or other nominee shoulid contact the nominee for assistance in depositing their
Common Shares. |

|
2. Signatures “

2.1 This Letter of Transmittal and Electio“n Form must be filled in, and Box E must be dated and
signed by the holder of the Common Shares‘ or by such holder’s duly authorized representative (in
accordance with Instruction 4).
|
22 If this Letter of Transmittal and Eléction Form is signed by the registered holder of the
accompanying Certificate(s), such signature on this Letter of Transmittal and Election Form must
correspond with the name as registered or as written on the face of such Certificate(s) without any change
whatsoever, and the Certificate(s) need not be}j endorsed. If such transmitted Certificate(s) are held of
record by two or more joint holders, all such holders must sign this Letter of Transmittal and Election
Form.

|

23 If this Letter of Transmittal and Elect\i\on Form is signed by a person other than the registered
holder(s) of the accompanying Certificate(s), or if the Gammon Lake Certificates are to be issued to a

person other than the registered holder(s) of the}accompanying Certificate(s), if applicable:
(a) Such deposited Certificate(s) jnust be endorsed or be accompanied by an appropriate
share transfer power(s) of attorney duly and properly completed by the registered
holder(s); and ‘j
i
(b) The signature(s) on such endor#ement or power(s) of attorney must correspond exactly to

the name(s) of the registered h“older(s) as registered or as appearing on the Certificate(s)
and must be guaranteed as note;‘d in Instruction 3 below.

3. Guarantee of Signatures |

|
"

If this Letter of Transmittal and Election Form ‘is signed by a person other than the registered holder(s) of

the Common Shares, or if the Gammon Lakel Certificates are to be issued to a person other than the
registered holder(s), or if the Arrangement is ot approved by the Shareholders and the Common Shares

are to be returned to a person other than such:} registered owner(s) or sent to an address other than the
address of the registered owner(s) as shown on the register of Common Shares such signature must be

i
1
|




~9_

guaranteed by an Eligible Institution, or in somé other manner satisfactory to Computershare (see Box D).
No guarantee is required if the signature is that'of an Eligible Institution. An “Eligible Institution” means
a Canadian Schedule 1 chartered bank, a major trust company in Canada, a member of the Securities
Transfer Association Medallion Program (STAMP), a member of the Stock Exchanges Medallion
Program (SEMP), or a member of the New ?(ork Stock Exchange Inc. Medallion Signature Program
(MSP). Members of these programs are usually members of a recognized stock exchange in Canada and
in the United States or members of the Investment Dealers Association of Canada, members of the
National Association of Securities Dealers, Inc., or banks and trust companies in the United States.

4. Fiduciaries, Representatives and Authorizations

Where this Letter of Transmittal and Election Form or any Certificate(s) or share transfer or power of
attorney is executed by a person on behalf of | an executor, administrator, trustee, guardian, attorney-in-
fact, agent, corporation, partnership or association, or is executed by any other person acting in a fiduciary
or representative capacity, such person should so indicate when signing and this Letter of Transmittal and
Election Form must be accompanied by sati$factory evidence of such authority to act. Any of the
Company, Gammon Lake or Computershare jmay, at their discretion, require additional evidence of
authority or additional documentation. 3‘

5. Delivery Instructions

The box entitled “Box B — Special Delivery \Instruc'uons should be completed only if the address to
which the Gammon Lake Certificates are to be malled is different from that provided in Box A. If neither
Box B nor Box C is completed, any Gammon Lake Certificates will be mailed to the depositing
Shareholder at the address indicated in Box A in this Letter of Transmittal and Election Form. If Box C is
not completed and no address is provided ini‘this Letter of Transmittal and Election Form, then any
Gammon Lake Certificates will be mailed to the address of the Shareholder as it appears on the register of
Common Shares as of 5:00 p.m. (Toronto tlme)“on the day preceding the Effective Date.

|

6. Fractional Common Shares

No certificates representing fractional Gammon\%Lake Common Shares will be issued by Gammon Lake in
connection with the Arrangement, with each fractional Gammon Lake Common Share being rounded up

(if the fractional interest is 0.5 or more) or down (if the fractional interest is less than 0.5) to the next
whole share as the case may be. h

7. Lost Certificate(s)

If a Share Certificate has been destroyed lost or mislaid, a Shareholder should immediately contact
Computershare, at 1-800-564-6253 in Canada and the United States (toll free) or (514) 982 7555
internationally, regarding the issuance of a replgcement certificate once the Shareholder has satisfied such
requirements as may be imposed by the Comphny or Computershare in connection with the issuance of

the replacement certificate. :1
8. 28% United States Backup Withholding Tax
|

In order to avoid backup withholding of United ‘States (“U.S.") federal income tax, a U.S. Shareholder (as
defined below) surrendering Common Shares | in the Arrangement must, unless an exemption applies,
provide Computershare with such U.S. Shareholder’s correct taxpayer identification number (“TIN”) on
Substitute Form W-9 in this Letter of Transmma] and Election Form and certify under penalties of perjury
that such TIN is correct, that such U.S. Shareholder is not subject to backup withholding and that such
U.S. Shareholder is a U.S. person. Ifa U.S. Shareholder does not provide such U.S. Shareholder’s correct
TIN or fails to provide the certifications descrlbed above, the Internal Revenue Service (the “IRS”) may



impose a penalty on such U.S. Shareholder

Arrangement may be subject to backup w1thholdmg tax at the rate of 28%.

~10-

‘\
\and the surrender of Common Shares pursuant to the
All U.S. Shareholders

surrendering Common Shares pursuant to the A‘rrangement should complete and sign Boxes A through E

of this Letter of Transmittal and Election Form

] and the Substitute Form W-9 to provide the information

and certification necessary to avoid backup withholding (unless an applicable exemption exists and is

proved in a manner satisfactory to Gammon Lake, Mexgold and Computershare). Each U.S. Shareholder
should consult its own financial advisor, legal counsel or accountant regarding the information reporting

and backup withholding tax rules.

A “U.S. Shareholder” is a beneficial owner of Common Shares that for U.S. federal income tax purposes

is (a) an individual who is a citizen or resident o

as a corporation for U.S. federal income tax pu
the United States, any state in the U.S,, or the

‘ f the U.S., (b) a corporation, or any other entity classified
rposes, that is created or organized in or under the laws of
}‘ District of Columbia, {c¢) an estate if the income of such

estate is subject to U.S. federal income tax regardless of the source of such income, or (d) a trust if (i)

such trust has validly elected to be treated as a

U.S. court is able to exercise primary supervis“
U.S. persons have the authority to contro! all su

Backup withholding is not an additional tax.
credited against the U.S. federal income tax |

‘U S. person for U.S. federal income tax purposes or (ii) a
on over the administration of such trust and one or more
pstantial decisions of such trust.

| Rather, the amount of the backup withholding can be
ab111ty of a U.S. Shareholder, provided that the required

information is timely given to the IRS. If backup withholding results in an overpayment of tax, a refund
can be obtained by the U.S. Shareholder upon ﬁlmg a U.S. federal income tax return.

|

[‘
A U.S. Shareholder is required to give Compu
identification number) of the record owner of

tershare the TIN (i.e., social security number or employer
Ithe Common Shares. If the Common Shares are held in

more than one name or are not in the name of the actual owner, consult the enclosed “Guidelines for
Certification of Taxpayer Identification Number on Substitute Form W-9” for additional guidance on

which number to report.
j
The box in Part 3 of the Substitute Form W-9 !}may be checked if the tendering U.S. Shareholder has not

been issued a TIN and has applied for a TIN or, intends to apply for a TIN in the near future. If the box in

Part 3 is checked, the U.S. Shareholder must also complete the Certificate of Awaiting Taxpayer

Identification Number in order to avoid backu
checked and the Certificate of Awaiting Tax
will withhold 28% of all Gammon Lake Com
U.S. Shareholder prior to the time a properly ¢
Gammon Lake Common Shares will be rele
Computershare within 60 days. i

p withholding. Notwithstanding that the box in Part 3 is
ayer Identification Number is completed, Computershare

mon Shares issued, or other consideration payable, to the
“mﬁed TIN is provided to Computershare. However, such
‘ased to such U.S. Shareholder if a TIN is provided to

Certain U.S. Shareholders (including, amor“lg others, all corporations, are not subject to backup

withholding. Non-U.S. U.S. Shareholders “

appropriate Form W-8, Certificate of Forei

hould complete and sign Boxes A through E and the
1gn Status, a copy of which may be obtained from

Computershare, in order to avoid backup w1thh01dmg See the enclosed “Guidelines for Certification of
Taxpayer Identification Number on Substitute Form W-9” for more instructions.

|
9. General ‘
|
J

9.1
additional certificate numbers and numbers of
affixed to this Letter of Transmittal and Electi

9.2 If the Common Shares are registere

d in different forms (e.g.

If the space on this Letter of Transmmal and Election Form is insufficient to list all Certificate(s),

Common Shares may be included on a separate signed list

n Form.

“John Doe” and “J. Doe™), a

separate Letter of Transmittal and Election Form should be signed for each different registration.
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9.3 No alternative, conditional or continger?t deposits will be accepted.

9.4 Each of the Company and Gammonl Lake reserves the right, if it so elects in its absolute
discretion, to instruct Computershare to waive any defect or irregularity contained in any Letter of

Transmittal and Election Form received by it.

9.5 It is strongly recommended that prior to completing this Letter of Transmittal and Election Form,

the undersigned read the accompanying Circula“r.

I
9.6 Questions and requests for assistance may be directed to Computershare and additional copies of
the Circular and this Letter of Transmittal and Election Form may be obtained without charge from
Computershare at any of the offices at the addresses listed below.

\
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PART 3 - SUBSTITUTE FORM W-9

SUBSTITUTE
FORM W-9

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE

PLEASE PROVIDE YOUR TIN
LINE AT RIGHT AND CERTIF
DATING BELOW. |

ll

PAYER’S
TAXPAYER
NUMBER (“TIN")

REQUEST FOR
IDENTIFICATION

I
PART 1 - TAXPAYER IDENT"IFICATION NUMBER -

ON THE APPROPRIATE
Y BY SIGNING AND

SOCIAL SECURITY NUMBER(S)

OR

EMPLOYER IDENTIFICATION NUMBER

PART 2 - CERTIFICATION - UNDER PENALTIES OF PERJURY, I CER

(1) THE NUMBER SHOWN ON THIS FORM IS MY CORRECT TA>
NUMBER (ORI AM WAITING FOR A NUMBER TO BE ISSUED T(‘
|

(2) T AM NOT SUBJECT TO BACKUP WITHHOLDING BECAUSE:
BACKUP WITHHOLDING, OR (B) I HAVE NOT BEEN NOTI

\
(3) TAM A U.S. PERSON (INCLUDING A U.S. RESIDENT ALIEN). \1
|

TIFY THAT:

XPAYER IDENTIFICATION

‘(A) I AM EXEMPT FROM
FIED BY THE INTERNAL
REVENUE SERVICE (THE “IRS”) THAT I AM SUBIJECT TO BACKUP WITHHOLDING AS A
RESULT OF A FAILURE TO REPORT ALL INTEREST OR DIVIDENDS OR (C) THE IRS HAS
NOTIFIED ME THAT I AM NO LONGER SUBJECT TO BACKUP \MITHHOLDING, AND

I

PART3 -
AWAITING TIN O

ME), AND

PART 4 -
EXEMPT O

CERTIFICATION INSTRUCTIONS -- YOU MUST CROSS OUT ITEMH(Z) IN PART 2 ABOVE IF YOU HAVE BEEN NOTIFIED BY THE IRS
THAT YOU ARE SUBJECT TO BACKUP WITHHOLDING BECAUSE OF UNDERREPORTING INTEREST OR DIVIDENDS ON YOUR TAX
RETURNS. HOWEVER, IF AFTER ANOTHER NOTIFICATION FROM TI"HE IRS STATING THAT YOU ARE NO LONGER SUBJECT TO BACKUP
WITHHOLDING, DO NOT CROSS OUT SUCH ITEM (2). IF YOU ARE AWAITING A TIN, CHECK THE BOX IN PART 3 ABOVE. IF YOU ARE
EXEMPT FROM BACKUP WITHHOLDING, CHECK THE BOX IN PART 4 ABOVE.

Name: ‘

Please check the appropriate box:
Individual / Sole Proprietor [:I

Corporation D :
l

Partnership D Other

Address;
City: State: Zip Code:
Signature: : Date:
|
NOTE: FAILURE TO COMPLETE AND RETURN THIS SUBST[T‘jTE FORM W-9 MAY RESULT IN BACKUP WITHHOLDING OF 28%

OF THE GROSS AMOUNT OF THE CONSIDERATION PA

ID TO YOU PURSUANT TO THE ARRANGEMENT. PLEASE

REVIEW THE ENCLOSED GUIDELINES FOR CERTIFIC}%&TION OF TAXPAYER IDENTIFICATION NUMBER ON
SUBSTITUTE FORM W-9 FOR ADDITIONAL INFORMATION.

f

YOU MUST COMPLETE THE FOLLOWI\G CERTIFICATE IF YOU CHECKED THE
BOX IN PART 3 OF SUBSTITUTE FORM W-9.

CERTIFICATE OF AWAITING TAXPAYER IDENTIFICATION NUMBER

|
1 CERTIFY UNDER PENALTIES OF PERJURY THAT A TAXPAYER IDENTIFICATION NUMBER HAS NOT BEEN ISSUED TO ME, AND
EITHER (A)  HAVE MAILED OR DELIVERED AN APPLICATION TO RECEIVE A TAXPAYER IDENTIFICATION NUMBER TO THE

APPROPRIATE INTERNAL REVENUE SERVICE CENTER OR SOCIAL
DELIVER AN APPLICATION IN THE NEAR FUTURE. [ UNDERSTAN
NUMBER TO COMPUTERSHARE INVESTOR SERVICES INC,, 28% PE
ME PURSUANT TO THE ARRANGEMENT WILL BE WITHHELD, BUT|
IDENTIFICATION NUMBER WITHIN 60 DAYS.

SECURITY ADMINISTRATION OFFICE OR (B) I INTEND TO MAIL OR
THAT IF I DO NOT PROVIDE A TAXPAYER IDENTIFICATION

RCENT OF THE GROSS AMOUNT OF THE CONSIDERATION PAID TO

WILL BE REFUNDED TO ME IF I PROVIDE A CERTIFIED TAXPAYER

Signature;

Date:
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GUIDELINES FOR CERTIFICATION OF TAXPAYER IDENTIFICATION
NUMBER ON SUBSTITUTE FORM W-9

GUIDELINES FOR DETERMINING THE PROPER IDENTIFICATION NUMBER TO GIVE THE
PAYER.--Social Security numbers have nine dlglts separated by two hyphens: e.g., 000-00-0000. Employer
identification numbers have nine digits separated by only one hyphen: e.g., 00-0000000. The table below will help
determine the number to give the payer.

] GIVE THE SOCIAL SECURITY
o
FOR THIS TYPE OF ACCOUNT: M NUMBER OF:

1. Individual’s account i The individual

2. Two or more individuals (joint account) | The actual owner of the account or, if combined
funds, any one of the individuals (1)

3. Husband and wife (joint account) ‘ The actual owner of the account or, if joint funds,
“ either person (1)

4. Custodian account of a minor (Uniform Gift to Minors | The minor (2)
Act)

The adult or, if the minor is the only contributor,

i
'
5. Adult and minor (joint account) \
} the minor (1)

6. Account in the name of guardian or commltte% for a | The ward, minor, or incompetent person (3)
designated ward, minor, or incompetent person

7. a. The usual revocable savings trust account (grantor | The grantor-trustee (1)
is also trustee) ‘
b. So-called trust account that is not a legal or valid
trust under State law i

| The actual owner (1)

8. Sole proprietorship account ! The owner (4)

9. A valid trust, estate, or pension trust i The legal entity (Do not furnish the identifying
number of the personal representative or trustee
unless the legal entity itself is not designated in
the account title.) (5)

10. Corporate account | The corporation
|

11. Religious, charitable, or educational organ‘,zation The organization

account ‘}
12. Partnership account held in the name of the business The partnership
13. Association, club, or other tax-exempt organization The organization
14. A broker or registered nominee :\ The broker or nominee

15. Account with the Department of Agriculture in the | The public entity
name of a public entity (such as a State or local
government, school district, or prison) that receives
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agricultural program payments

(1

@)
3)

“4)
&)

Note:

OBTAINING A NUMBER |

List first and circle the name of the person whose number you furnish. (2) Circle the minor's name and
furnish the minor's social security number, ‘(3) Circle the ward's, minor's or incompetent person's name and
furnish such person s social security number

Circle the minor’s name and furnish the minor’s social security number.

You must show your individual name, but %/ou may also enter your business or ‘‘doing business as’’ name
on the second name line. You may use elther your social security number or your employer identification
number (if you have one). If you are a sole proprietor, IRS encourages you to use your social security
number. “

Show the name of the owner but you may also enter your business or "doing business as" name. You may
use either your social security number or your employer identification number (if you have one).

List first and circle the name of the legal trqst estate, or pension trust.

If no name is circled when there is more thain one name, the number will be considered to be that of the first
name listed.

If you don't have a taxpayer identification number ¢r you don't know your number, obtain Form SS-3, Application
for a Social Security Number Card, or Form SS-4] Application for Employer Identification Number, at the local
office of the Social Security Administration or the Internal Revenue Service and apply for a number.

PAYEES EXEMPT FROM BACKUP WITHHOLDING

Payees specifically exempted from backup withholding on ALL payments include the following:

— A corporation. M

— A financial institution. !

|
— An organization exempt from tax under section HSOl(a), or an individual retirement plan.

—  The United States or any agency or instrumentality thereof.

— A State, the District of Columbia, a possession of the United States, or any subdivision or instrumentality

thereof.

— A foreign government, a political subdivision of'a foreign government, or any agency or instrumentality thereof.

| N

—~  Aninternational organization or any agency, or instrumentality thereof.

— A registered dealer in securities or commodities registered in the United States or a possession of the United

States.

— A real estate investment trust.

— A common trust fund operated by a bank under section 584(a).

—  An entity registered at all times under the Investment Company Act of 1940.

— A foreign central bank of issue.

\
l
EXEMPT PAYEES DESCRIBED ABOVE SHOULD FILE FROM W-9 TO AVOID POSSIBLE ERRONEOUS

BACKUP WITHHOLDING. FILE THIS FORM WITH THE PAYER, FURNISH YOUR TAXPAYER

|
|
|

\
|
l
|
|
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IDENTIFICATION NUMBER, WRITE “EXEMPT” ON THE FACE OF THE FORM AND CHECK THE BOX IN
PART X, AND RETURN IT TO THE PAYER. ALSO SIGN AND DATE THE FORM.

\
Certain payments that are not subject to mformatmn reporting are also not subject to backup withholding. For
details, see the regulations under section 6041, 6041A(a) 6045 and 6050A.

\
PRIVACY ACT NOTICE - Section 6109 requires ‘most recipients of dividend, interest, or other payments to give
taxpayer identification numbers to payers who must report the payments to the IRS. The IRS uses the numbers for
identification purposes. Payers must be given the numbers whether or not recipients are required to file tax returns.
Payers must generally withhold 28% of taxable 1nterest dividend, and certain other payments to a payee who does
not furnish a taxpayer identification number to a payfr Certain penalties may also apply.

PENALTIES i]
(1) PENALTY FOR FAILURE TO FURNISH TA}‘&PAYER IDENTIFICATION NUMBER. - If you fail to furnish
your taxpayer identification number to a payer, you are subject to a penalty of $50 for each such failure unless your

failure is due to reasonable cause and not to willful n”eglect

(2) CIVIL PENALTY FOR FALSE INFORMATION WITH RESPECT TO WITHHOLDING. -If you make a
false statement with no reasonable basis which results in no imposition of backup withholding, you are subject to a
penalty of $500. '

(3) CRIMINAL PENALTY FOR FALSIFYING H#JFORMATION. — Falsifying certifications or affirmations may
subject you to criminal penalties including fines and/or imprisonment.

fi
FOR ADDITIONAL INFORMATION CONTACT YOUR TAX
CONSULTANT OR THE INTERNAL REVENUE SERVICE
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w
IMPORTANT: TO ENSURE TIMELY DELIVERY OF THE GAMMON LAKE
CERTIFICATE(S) TO WHICH A SHAREHOLDER IS ENTITLED UNDER THE
ARRANGEMENT, IT IS RECOMMENDED THAT THIS LETTER OF TRANSMITTAL AND
ELECTION FORM OR A MANUALLY SIGNED FACSIMILE HEREOF, TOGETHER WITH
THE CERTIFICATE(S) AND ALL OTHER REQUIRED DOCUMENTS BE RECEIVED BY

COMPUTERSHARE AT ITS OFFICES SET OUT BELOW AT OR PRIOR TO THE DEPOSIT
DATE.

Office of the Depositary, Computershare Investor Services Inc.
‘\
l\

By i{egular Mail

P.0. Box 7021, 31 Adelaide Street East
Tor;onto, Ontario
M5C 3H2
Attentionl; Corporate Actions

|
By Registered Mail

100 Univertsity Avenue, 9" Floor
Toronto Ontario
‘\ IM5J2Y1

Attention; Corporate Actions

[
By Hand 01\"1 by Courier Delivery

100 Univer‘éity Avenue, 9 Floor
To gonto, Ontario

M5J2Y1
Attention; Corporate Actions
\
650 de Maisonneu\%e Boulevard West, Suite 700
Mor‘\treal, Quebec
H3A 3S8

Attention; Corporate Actions

F\or Pick-Up
650 de Maisonneu\‘i\:e Boulevard West, Suite 700
Montreal, Quebec

H3A 3S8
|
100 Univers‘;ity Avenue, 9th Floor
Toronto, Ontario

‘MSJ 2Y1

|
Any questions and requests for assistance ‘may be directed by Shareholders to Computershare
Investor Services Inc. at 1-800-564-6253 (toll free) or (514) 982-7555 internationally [(collect calls

accepted)] or by sending an e-mail to corporalteactlons@computershare com.
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CERTIFICATE
|
This certificate is provided pursuant to section 2.20 of National Instrument 54-101 -
Communication with Beneficial Owners of Securmes of a Reporting Issuer (“NI 54-1017).

The undersigned, being a duly appointed qfﬁcer of Mexgold Resources Inc. (the “Company”),
hereby certifies for and on behalf of the Corhpany, and not in his personal capacity, that:
|

1. the Company has arranged to have proxy-related materials for the special meeting of the
holders of common shares (the “Cor‘nmon Shares™) and stock options to acquire common
shares (the “Options™) of the Company to be held on July 28, 2006 (the “Meeting™) to all
beneficial owners of the Common Shares and to all owners of the Options at least 21 days
before the date of the Meeting;

|
f
|

2. the Company has arranged to have carried out all of the requirements of NI 54-101 in
addition to those described in paragr‘aph 1 above;
3. the Company is relying on section 2120 of National Instrument 54-101 to abridge the time

periods prescribed under sections 2.2(1) and 2.5(1) of NI 54-101.

DATED this 28" day of June, 2006. |

| Name: Bradley H. Langille
Title: President
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MEXGOLD RESOURCES INC.

NOTICE OF SPECIAL MEETING
OF SHAREHOLD]?RS AND OPTIONHOLDERS
NOTICE IS HEREBY GIVEN that a special meetmg (the “Meeting”) of shareholders (“Shareholders”) and stock
option holders (“Optionholders™) of Mexgold Resources Inc. (“Mexgold”) will be held at 1601 Lower Water
Street, Suite 402, Summit Place, Halifax, Nova Scot‘a B3J 2P8, commencing at 3:00 p.m. (Halifax time) on July 28,
2006, for the following purposes:

1. To consider pursuant to an order (the "Intj‘erim Order") of the Superior Court of Justice (Ontario) dated
June 27, 2006, and, if deemed advisable} to pass a special resolution, with or without variation (the
“Arrangement Resolution™), to approve dn arrangement (the “Arrangement”) under section 182 of the
Business Corporations Act (Ontario) prov1d1ng for the acquisition by Gammon Lake Resources Inc. of all
of the outstanding common shares, and | optlons to purchase common shares, of Mexgold, as more
particularly described in the accompanymg management information circular of Mexgold dated June 28,
2006 (the “Circular”).

2. To consider such other matters, includin\[g without limitation such amendments or variations to the
Arrangement Resolution, as may properly come before the Meeting or any adjournment or postponement

thereof. H

Reference is made to the Circular for the details of matters to be considered at the meeting. The full text of the
Arrangement Resolution and the agreement in respéct of the Arrangement are set forth in Schedule A and Schedule
B, respectively, to the Circular. In order to become|effective, the Arrangement Resolution must be approved by (a)
at least 66 2/3% of the votes cast by the Sharehol lers and the Optionholders present in person or represented by
proxy at the Meeting voting together as a single class with Optionholders having one vote for each common share
they would be entitled to have issued to them if thejlr stock options were fully exercised; and (b) a majority of the
votes cast at the Meeting by holders of Mexgold Common Shares other than Gammon Lake and certain persons
related to Gammon Lake. ‘}

Pursuant to the Interim Order, Shareholders Jhave been granted the right to dissent in respect of the
Arrangement Resolution and to be paid the falr\value of their Mexgold common shares in accordance with
the terms of the Interim Order and section 185‘ of the Business Corporations Act (Ontario). This right is
described in the Circular under the heading “nghts of Dissent”.

The Circular, form of proxy for Shareholders or Op 1onh01ders (as the case may be), and a Letter of Transmittal for
holders of common shares (printed on YELLOW paper) accompany this Notice of Special Meeting. The Letter of
Transmittal also includes a request for a tax instruction letter and, for residents of the United States, a U.S. tax form.
If you are a registered holder of Mexgold common|shares or stock options but are unable to attend the Meeting in
person, please sign, date and return the applicable enclosed form of proxy relating to the common shares or stock
options of Mexgold held by them. Voting by proxy will not prevent you from voting in person if you attend the
Meeting, but will ensure that your vote will be countfd if you are unable to attend.

If you are a non-registered holder of Mexgold common shares and have received this notice and the Circular from
your broker or another intermediary, please comp]ete and return the proxy or other authorisation form provided to
you by your broker or other intermediary in accordance with the instructions provided with it. Failure to do so may

result in your common shares not being eligible to b‘e voted at the Meeting.

To be effective, proxies must be duly completed ‘and signed and then deposited w1th Mexgold’s registrar and
transfer agent, Computershare Investor Servnces Inc. at 100 University Avenue, 9" Floor, Toronte, Ontario,

MS5J 2Y1, fax no. 1-866-249-7775 or (416) 263- 9524 as soon as possible and, in any event, not later than 48
hours (excluding Saturdays, Sundays and holldagfs) prior to the time set for the meeting or any adjournment
thereof. Completed proxies may also be depositea with the Chair of the Meeting prior to its commencement.

The persons named in the enclosed forms of prox‘y are directors and/or officers of Mexgold. Unless otherwise
directed, the persons named in the enclosed forms of proxy intend to vote in favour of the Arrangement

“l
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Resolution. Each Shareholder and Optionholder has the right to appoint a proxyholder other than the person named
in the applicable form of proxy, who need not be a holder of common shares or options, to attend and to act for him

or her and on his or her behalf at the Meeting. To

exercise such right, the names of the nominees of management

should be crossed out and the name of the Shareholder’s or Optionholder’s appointee, as the case may be, should be

legibly printed in the blank space provided.

DATED at Dartmouth, Nova Scotia, this 28" day of [June, 2006.

MEXGOLD RESOURCES INC.

By Order of the Board of Directors

Bradley H. Langille
President
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NOTICE OF SPECIAL MEETING OF SHAREHOLDERS AND OPTIONHOLDERS

AND
MANAGEMENT INFORMATION CIRCULAR

' FOR
A SPECIAL MEETING OF SHJ\REHOLDERS AND OPTIONHOLDERS
TO BE HELD ON JULY 28, 2006

RELATIN GTO
A PLAN OF ARRANGEMENT
INVOLVING
MEXGOLD RESOURCES INC.
AND GAMMON !‘LAKE RESOURCES INC.

June 28, 2006

|

Please carefully read this management ir‘l‘formation circular, including its schedules and the
documents incorporated by reference hereﬂin, as they contain detailed information relating to,
among other things, the plan of arrangemc‘ nt that the shareholders and stock option holders of
Mexgold Resources Inc. will be voting on at the special meeting.
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June 28, 2006 |

Dear Shareholder and/or Optionholder:

You are cordially invited to attend a special meetmg (the “Meeting”) of the holders of common shares
(“Shareholders™) and holders of stock options (“Optlonholders”) of Mexgold Resources Inc. (“Mexgold”). The
Meeting will be held at 1601 Lower Water Street Suite 402, Summit Place, Halifax, Nova Scotia, B3J 2P8,
commencing at 3:00 p.m. (Halifax time) on July 28] 12006.

At the Meeting, you will be asked to approve the proposed acquisition of all of the outstanding common shares and
stock options of Mexgold by Gammon Lake Resources Inc. (“Gammon Lake™), which will take place by way of an
arrangement under the Business Corporations Act (Ontario) (the “Arrangement”).

Pursuant to the Arrangement, Shareholders will re(‘éeive 0.47 of a Gammon Lake common share for each common
share of Mexgold held. Holders of stock optlon:‘s of Mexgold will receive stock options of Gammon Lake to
purchase a proportionate number of Gammon Lake common shares at a proportionate price (in each case based on

the exchange ratio of 0.47 Gammon Lake common shares for each Mexgold common share).

|

The terms of the Arrangement imply a value of $7}‘.49 per Mexgold common share to Shareholders, representing a
21% premium, in both cases based on the 20-day volume weighted average prices of Gammon Lake and Mexgold
common shares on the Toronto Stock Exchange and TSX Venture Exchange, respectively, for the period ending
May 26, 2006 (the last trading day before the Ar"angement was announced), and an implied value of $6.67 per
Mexgold common share, representing a 17% premium, in both cases based on the closing prices on May 26, 2006.
Upon completion of the Arrangement, the former shareholders of Mexgold (other than Gammon Lake) are expected
to own approximately 22% of the issued and outsta.ndmg common shares of Gammon Lake on a non-diluted basis.

Gammon Lake is a mineral exploration and develo 5ment company engaged in the exploration for and development
of gold and silver deposits in the State of Chihu: 1hua Mexico. Gammon Lake’s common shares are listed for
trading on the Toronto Stock Exchange (TSX tradmg symbol: GAM) and the American Stock Exchange (AMEX
trading symbol: GRS). Gammon Lake also owns a‘aprox1mately 23% of the issued and outstanding common shares
of Mexgold.

We believe that the Arrangement will create a new intermediate gold-silver company with improved market
capitalization with a resultant increase in trading liquidity, improved gold and silver production, improved mineral
resources, improved financial strength, and an attractive portfolio of exploration properties.

In order to become effective, the Arrangement mL‘\st be approved by (a) at least 66 2/3% of the votes cast at the

Meeting by the Shareholders and the Optionholders‘present in person or represented by proxy at the Meeting, voting

together as a single class, with Optionholders havmg one vote for each common share they would be entitled to have

issued to them if their stock options were fully ex”ermsed and (b) a majority of the votes cast at the Meeting by
holders of Mexgold common shares other than Galeon Lake and certain persons related to Gammon Lake. The
Arrangement is subject to certain other conditions apd the receipt of all applicable approvals and consents, including

the approval of the Superior Court of Justice (Ontario).

|
The attached Notice of Special Meeting and Manaéement Information Circular (the “Circular”) describes in detail
the Arrangement and the procedures to be followed at the Meeting. Please review the Circular carefully, as it has
been prepared to help you make an informed decision. If you require assistance, please consult your financial, legal
or other professional advisor. H

After considering (i) the recommendation of a sﬂecial committee of independent directors formed to consider
the Arrangement, (ii) the valuation of the Mexgo:‘ld common shares and of the consideration to be received by
Shareholders under the Arrangement prepared by TD Securities Inc., financial advisor to the special

committee, and (iii) the opinion of TD Securities Inc., that, as of May 28, 2006, the consideration to be
received by the Shareholders (other than Gamm“ on Lake) in connection with the Arrangement is fair, from a
financial point of view, to such Shareholders, the Board of Directors of Mexgold has determined that the

Arrangement is fair to the Shareholders (other t‘han Gammon Lake) and is in the best interests of Mexgold,



i -
|

and unanimously recommends that the Shareholders and Optionholders vote in favour of the special
resolution regarding the Arrangement. Further details on how the Board of Directors made this determination are

set out in the attached Circular. |

|
Pursuant to an order (the “Interim Order”) datHed June 27, 2006, of the Superior Court of Justice (Ontario),
Shareholders have been granted the right to dissent in respect of the special resolution regarding the Arrangement
and to be paid the fair value of their Mexgold common shares if the Arrangement is completed. This right is

described in the Circular under the heading “Rights‘}of Dissent”.
|

This is an important matter affecting the future of Mexgold, and it is important that your common shares and options
be represented at the Meeting, regardiess of how ryflany you own. Whether or not you are able to attend in person,
we urge you to complete, sign, date and return the “proxy form enclosed with the Circular. You are also encouraged
to complete and return the enclosed Letter of Tralilfsmittal for Shareholders (printed on YELLOW paper) enclosed
with the Circular, together with the certificate(s) representing your Mexgold common shares. You will not actually
receive your Gammon Lake common shares until after the Arrangement is completed and until you have returned a
properly completed Letter of Transmittal together v‘%/ith the certificate(s) representing your Mexgold common shares.
You are also encouraged to complete the request fo‘F a tax instruction letter set out in the Letter of Transmittal and, if
you are a resident of the United States, the U.S. tax form appended to the Letter of Transmittal. Please see the
attached Notice of Meeting and Circular for further\‘ldetails as to how you may properly do this.

Shareholders who hold their Mexgold common shares through a broker or other person, or who otherwise do not

hold their Mexgold common shares in their own na]‘.ine, should contact that broker or other person for instructions.

I
On behalf of Mexgold, I would like to thank you for your past and ongoing support, and look forward to working

with all of the Shareholders to ensure the process to}‘ approve the Arrangement runs as smoothly as possible.
|
il

Sincerely,

Bradley H. Langille
President




MEXGOI‘JD RESOURCES INC.
NOTICE QF SPECIAL MEETING
OF SHAREHOLDERS AND OPTIONHOLDERS

NOTICE IS HEREBY GIVEN that a special meeting (the “Meeting”) of shareholders (“Shareholders™) and stock
option holders (“Optionholders”) of Mexgold Resources Inc. (“Mexgold”) will be held at 1601 Lower Water
Street, Suite 402, Summit Place, Halifax, Nova Sc¢ ‘tla B3J 2P8, commencing at 3:00 p.m. (Halifax time) on July 28,
2006, for the following purposes: |

1. To consider pursuant to an order (the "In‘terim Order") of the Superior Court of Justice (Ontario) dated
June 27, 2006, and, if deemed advisable, to pass a special resolution, with or without variation (the
“Arrangement Resolution™), to approve|an arrangement (the “Arrangement”) under section 182 of the
Business Corporations Act (Ontario) prov{iding for the acquisition by Gammon Lake Resources Inc. of all
of the outstanding common shares, and options to purchase common shares, of Mexgold, as more

particularly described in the accompanying management information circular of Mexgold dated June 28,
2006 (the “Circular”).

i

|

2. To consider such other matters, mcludmg without limitation such amendments or variations to the
Arrangement Resolution, as may properlyl come before the Meeting or any adjournment or postponement

thereof. !

Reference is made to the Circular for the details (&f matters to be considered at the meeting. The full text of the
Arrangement Resolution and the agreement in resp%:ct of the Arrangement are set forth in Schedule A and Schedule
B, respectively, to the Circular. In order to become effective, the Arrangement Resolution must be approved by (a)
at least 66 2/3% of the votes cast by the Shareholders and the Optionholders present in person or represented by
proxy at the Meeting voting together as a single cl%ass, with Optionholders having one vote for each common share
they would be entitled to have issued to them if the1r stock options were fully exercised; and (b) a majority of the
votes cast at the Meeting by holders of Mexgold Common Shares other than Gammon Lake and certain persons

related to Gammon Lake. ‘

Pursuant to the Interim Order, Shareholderslhave been granted the right to dissent in respect of the
Arrangement Resolution and to be paid the falr value of their Mexgold common shares in accordance with
the terms of the Interim Order and section 185 of the Business Corporations Act (Ontario). This right is
described in the Circular under the heading “nghts of Dissent”.

ll

The Circular, form of proxy for Shareholders or Opt1onholders (as the case may be), and a Letter of Transmittal for
holders of common shares (printed on YELLOW paper) accompany this Notice of Special Meeting. The Letter of
Transmittal also includes a request for a tax mstruct10n letter and, for residents of the United States, a U.S. tax form.

If you are a registered holder of Mexgold common‘\ shares or stock options but are unable to attend the Meeting in

person, please sign, date and return the applicable enclosed form of proxy relating to the common shares or stock

options of Mexgold held by them. Voting by proxy will not prevent you from voting in person if you attend the
Meeting, but will ensure that your vote will be coun ted if you are unable to attend.

|

If you are a non-registered holder of Mexgold conimon shares and have received this notice and the Circular from
your broker or another intermediary, please complete and return the proxy or other authorisation form provided to

you by your broker or other intermediary in accordance with the instructions provided with it. Failure to do so may

result in your common shares not being eligible to be voted at the Meeting.

To be effective, proxies must be duly completed and signed and then deposited with Mexgold’s registrar and
transfer agent, Computershare Investor Servnces Inc. at 100 University Avenue, 9" Floor, Toronto, Ontario,
MSJ 2Y1, fax no. 1-866-249-7775 or (416) 263—9‘524 as soon as possible and, in any event, not later than 48
hours (excluding Saturdays, Sundays and hol1days) prior to the time set for the meeting or any adjournment

thereof. Completed proxies may also be deposnted with the Chair of the Meeting prior to its commencement.

The persons named in the enclosed forms of pro>gy are directors and/or officers of Mexgold. Unless otherwise
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directed, the persons named in the enclosed forms of proxy intend to vote in favour of the Arrangement
Resolution. Each Shareholder and Optionholder has the right to appoint a proxyholder other than the person named
in the applicable form of proxy, who need not be aholder of common shares or options, to attend and to act for him
or her and on his or her behalf at the Meeting. Tol exercise such right, the names of the nominees of management
should be crossed out and the name of the Shareho “der’s or Optionholder’s appointee, as the case may be, should be
legibly printed in the blank space provided. |

|
DATED at Dartmouth, Nova Scotia, this 28" day o\‘\f June, 2006.
MEXGOLD RESOURCES INC.

By Order of the Board of Directors

Bradiey H. Langille “
President
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DOCUMENTS INC(?RPORATED BY REFERENCE

Information has been incorporated by reference in this Circular from documents filed with securities commissions or

similar authorities in Canada. Copies of the docdrnents incorporated herein by reference may be obtained by a
Securityholder on request, without charge, from Mexgold Resources Inc. and Gammon Lake Resources Inc. at 1601
Lower Water Street, Suite 402, Summit Place, Hallfax Nova Scotia, B3J 2P8, Attention: The Secretary (Phone no.
(902) 468-0614). Documents incorporated by reference are also available, under the respective profiles of Mexgold

and Gammon Lake, on SEDAR at www.sedar.com. \

|

Information incorporated by reference in this Circu]‘ar regarding Gammon Lake and its business and affairs has been
provided by Gammon Lake and is the sole resp:pnsibility of Gammon Lake. Mexgold does not assume any
responsibility for the accuracy or completeness of chh information.

|
NOTICE TO SECURITYITIOLDERS IN THE UNITED STATES

Pursuant to the exemption provided by Rule 331‘2 3 of the United States Securities Exchange Act of 1934, as
amended (the “1934 Act™), this solicitation of proxr‘es is not subject to the requirements of Section 14(a) of the 1934
Act.  Accordingly, this Circular and the docum“ nts incorporated by reference herein have been prepared in
accordance with disclosure requirements in effect[ in Canada, which differ from disclosure requirements in the
United States. Financial statements and other financial information included or incorporated by reference in this
Circular have been prepared in accordance with Canadian generally accepted accounting principles, which differ in
certain respects from generally accepted account ‘ng principles in the United States and therefore may not be
comparable to financial statements of United States companies. Securityholders who are not residents of Canada
should be aware that the disposition of Common Shares or Mexgold Options pursuant to the Arrangement may have
tax consequences both in Canada and in the United States, or elsewhere, which may not be described fully herein.
See “Canadian Federal Income Tax Considerations” and “U.S. Federal Income Tax Considerations”.
Securityholders are advised to consult their own!tax advisors to determine the particular tax consequences to
them of the Arrangement in light of their particular situations, as well as any tax consequences that may arise
under the laws of any other relevant foreign, stat‘;e, local, or other taxing jurisdiction.

The Gammon Lake Common Shares and Gammon [Lake Options to be issued pursuant to the Arrangement have not
been and will not be registered under the United States Securities Act of 1933, as amended (the “1933 Act”) and are
being issued in reliance on the exemption from régrstratlon set forth in Section 3(a)(10) thereof. The 1933 Act
imposes limitations on the resale of Gammon Laké Common Shares or Gammon Lake Options issued pursuant to
the Arrangement to persons who were “affiliates”of Mexgold and Gammon Lake before the Arrangement or of

Gammon Lake after the Arrangement. See “Regulatory Matters — U.S. Securities Law Matters™ herein.

U.S. investors are advised that the definitions of the terms “mineral reserve,” “proven mineral reserve” and
“probable mineral reserve” under CIM Standards are different than the definitions adopted to the U.S. Securities and
Exchange Commission (the “SEC”) and applicable to U.S. companies filing reports with the SEC pursuant to Guide
7. It is the view of the SEC’s staff that: }
e a“final” or “bankable” feasibility study is required to meet the requirements to designate reserves under

Guide 7;

e a historic three-year average price is to be ‘used in any reserve or cash flow analysis to designate reserves;
|

.and !
I
e to meet the “legal” part of the reserve definition, the primary environmental analysis or document should

. 0.
have been submitted to governmental authojrmes.

In addition, while the terms “mineral resource,” “"neasured mineral resource,” “indicated mineral resource,” and

“inferred mineral resource” are recognized and required to be reported by Canadian regulations, the SEC does not

recognize them. As such, information contained he ‘em or incorporated by reference herein concerning descriptions

of mineralization, resources and reserves under Canadlan standards may not be comparable to similar information

made public by U.S. companies subject to the reportmg and disclosure requirements of the SEC. “Indicated mineral

resource” and “inferred mineral resource” have a|great amount of uncertainty as to their existence and a great
|

|
|
|




I
|
I
|
I
|

|
uncertainty as to their economic and legal feasibility. It cannot be assumed that all or any part of an “indicated

. ' . . | . . .
mineral resource” or “inferred mineral resource” \”wll ever be upgraded to a higher category. U.S. investors are
cautioned not to assume that any part or all qf an inferred resource exists, or is economically or legally

mineable.

The enforcement by investors of civil liabilities u‘nder the United States federal securities laws may be affected
adversely by the fact that Mexgold and Gammon L:élke exist under the laws of Canada or the provinces thereof, that
none of the officers and directors of Gammon Lake or Mexgold is a resident of the United States and that all
material assets of Mexgold and Gammon Lake, incl]uding all mineral projects of each company, are located outside

of the United States. You may not be able to sue a Canadian company or its officers or directors in a Canadian court
for violations of U.S. securities laws. It may be difficult to compel a Canadian company and its affiliates to subject
themselves to a U.S. court’s judgment.

i

The Arrangement as described herein and the (H}ammon Lake Common Shares and Gammon Lake Options
have not been approved or disapproved by any securities regulatory authority nor has any securities

regulatory authority passed upon the accuracy”or adequacy of the information contained in this Circular.
Any representation to the contrary is a criminal offence.

r
FORWARD-L%)OKING INFORMATION

This Circular contains "forward looking informatibn", as such term is used under Canadian securities legislation,
concerning the business, operations and financial |performance and condition of each of Mexgold and Gammon
Lake. Forward looking information includes, but is not limited to, statements with respect to estimated production,
synergies and financial impact of the proposed itransaction; the benefits of the proposed transaction and the
development potential of Mexgold’s and Gammon Lake’s properties; the future price of gold and silver; the
estimation of mineral reserves and mineral resourfl:es; the realization of mineral reserve estimates; the timing and
amount of estimated future production; costs of production; capital expenditures; success of exploration activities;
permitting time lines and permitting, mining or prqlcessing issues; currency exchange rate fluctuations; government
regulation of mining operations; environmental risks; unanticipated reclamation expenses; title disputes or claims;
litigation liabilities; and limitations on insurance coverage. Generally, forward looking information can be identified

by the use of forward looking terminology such as|"plans”, "expects" or "does not expect”, "is expected”, "budget",

"scheduled", "estimates", "forecasts”, "intends", "ariticipates" or "does not anticipate”, or "believes", or variations of

such words and phrases or state that certain actions, events or results "may", "could", "would", "might" or "will be
taken", "occur" or "be achieved". Forward Iooﬁing information is based on the opinions and estimates of
management as of the date such statements are made, and they are subject to known and unknown risks,
uncertainties and other factors that may cause the actual results, level of activity, performance or achievements of

Mexgold and Gammon Lake to be materially diff:erent from those expressed or implied by such forward looking
information, including but not limited to risks related to: unexpected events during construction, expansion and start-

. X . i . L . .
up; variations in ore grade, tonnes mined, crusheﬂd or milled; variations in relative amounts of refractory, non-
refractory and transition ores; delay or failure to receive board or government approvals; timing and availability of

external financing on acceptable terms; the businesses of Mexgold and Gammon Lake not being integrated
successfully or such integration proving more difficult, time consuming or costly than expected; not realizing the
anticipated benefits from the Arrangement and all related transactions or not realizing such anticipated benefits
within the expected time frame; risks related to international operations; actual results of current exploration

activities; actual results of current reclamation activities; conclusions of economic valuations; changes in project
parameters as plans continue to be refined; future p::rices of gold and silver; possible variations in ore reserves, grade
or recovery rates; failure of plant, equipment or processes to operate as anticipated; accidents, labour disputes and
other risks of the mining industry; delays in the completion of development or construction activities, as well as
those factors discussed in or referred to in the cu‘rrent annual Management's Discussion and Analysis of each of
Mexgold and Gammon Lake and the current Annual Information Form of Gammon Lake, each filed with the

applicable securities regulatory authorities in Canada and available under the respective issuer’s profile at

www.sedar.com. Although management of each of‘}Mexgold and Gammon Lake has attempted to identify important

factors that could cause actual results to differ materially from those contained in forward looking information,
there may be other factors that cause results notw to be as anticipated, estimated or intended. There can be no
assurance that such statements will prove to be aclc{:urate, as actual results and future events could differ materially
from those anticipated in such statements. Accordingly, readers should not place undue reliance on forward looking




information. Neither Mexgold nor Gammon Lake undertakes to update any forward looking information that is
included or incorporated by reference herein, except in accordance with applicable securities laws.

NON-GAAP MEASURES

|
Mexgold and Gammon Lake use the financial me:asure “cash cost” with respect to production from their mineral
properties. ““Cash cost” figures are calculated in accordance with a standard developed by The Gold Institute,
which was a worldwide association of suppliers 0{ gold and gold products and included leading North American
gold producers. The Gold Institute ceased operations in 2002, but the standard is the accepted standard of reporting
cash costs of production in North America. Adopt'}on of the standard is voluntary and the cost measures presented
may not be comparable to other similarly titled measures of other companies. Total cash costs include mine site
operating costs such as mining, processing, admi,lnistration, royalties and production taxes, but are exclusive of
amortization, reclamation, capital and exploration costs. These costs are then divided by ounces produced to arrive
at the cash operating costs per ounce of productiorf. The measure, along with production, is considered to be a key
indicator of a corporation’s ability to generate ope‘jrating earnings and cash flow from its mining operations. This
data is furnished to provide additional informatio?r:l and is a non-GAAP measure. It should not be considered in
isolation or as a substitute for measures of perfomslrance prepared in accordance with GAAP and is not necessarily

indicative of operating costs presented under GAAR.

INFORMATION CqNTAINED IN THIS CIRCULAR

The information contained in this Circular is givenH as at June 28, 2006, except where otherwise noted. No person

has been authorized to give any information or to“‘ make any representations in connection with the Arrangement

other than those contained in this Circular and, if gz‘iven or made, any such information or representations should be
considered not to have been authorized by Mexgold”m Gammon Lake.

The information contained in this Circular regarding Gammon Lake and its business and affairs has been provided

by Gammon Lake and is the sole responsibility of Gammon Lake. Mexgold does not assume responsibility for the
accuracy or completeness of such information. “

This Circular does not constitute an offer to sell,i or a solicitation of an offer to acquire, any securities, or the
solicitation of a proxy, by any person in any jurisdiction in which such an offer or solicitation is not authorized or in

which the person making such offer or solicitation ‘is not qualified to do so or to any person to whom it is unlawful
to make such an offer or solicitation. Securityholders should not construe the contents of this Circular as legal, tax
or financial advice and should consult with their o»\s‘/n professional advisors as to the relevant legal, tax, financial or

other matters in connection herewith.




SUMMARY

The following is a summary of and is qualified in i }s entirety by the more detailed information appearing eisewhere
in this Circular, including the Arrangement Agreement, the Plan of Arrangement and the financial statements
contained or referred to or incorporated by refe;rence in this Circular and which form part of this Circular.
Capitalized terms used in this summary and elsewhere in this Circular and not otherwise defined are defined in the
“Glossary of Terms”, which follows this summc%) All references to dollars are to Canadian dollars unless
otherwise indicated. “

The Meeting

The Meeting will be held at 1601 Lower Water S\treet Suite 402, Summit Place, Halifax, Nova Scotia, B3J 2P8,
commencing at 3:00 p.m. (Halifax time) on July 28\ 2006.

At the Meeting, Securityholders will be asked, am‘?ng other things, to consider, and if deemed advisable, approve
the Arrangement Resolution authorizing the Arrangement, and to consider such other matters as may properly come

before the Meeting. See “The Arrangement”. “

The Arrangement \‘1

Gammon Lake proposes to acquire all of the outsta ‘1dmg common shares and options of Mexgold by way of a plan
of arrangement under the OBCA. Pursuant to the}Arrangement Shareholders (other than Gammon Lake and the
Dissenting Shareholders) will receive 0.47 of a Gammon Lake Common Share for each Common Share held.
Holders of Mexgold Options will receive Gammon Lake Options to purchase a proportionate number of Gammon
Lake Common Shares at a proportionate price (inleach case based on the exchange ratio of 0.47 Gammon Lake
Common Shares for each Common Share). i

The Mexgold Warrants contain standard adjustment provisions as a result of which, upon the completion of the
Arrangement, each Mexgold Warrant will entitle itslholder to acquire 0.47 Gammon Lake Common Shares for every
Mexgold Common Share that would otherwise haveT been issuable upon the exercise of the Mexgold Warrants, at an
exercise price per Gammon Lake Common Share equal to the exercise price of the Mexgold Warrants divided by
0.47. Accordingly, Mexgold Warrants are not mcluded in the Arrangement. As of June 28, 2006 there were
396,000 Mexgold Warrants outstanding, all of whxch were held by BMO Nesbitt Burns Inc.

\
Upon completion of the Arrangement, the former shareholders of Mexgold (other than Gammon Lake) are expected
to own approximately 22% of the issued and outstaﬂding Gammon Lake Common Shares on a non-diluted basis.
|
|

Gammon Lake Resources Inc. |

Gammon Lake is a mineral explorauon and development company engaged in the exploration for and development
of gold and silver deposits in the State of Chlhuahua, Mexico. Gammon Lake’s common shares are listed for
trading on the Toronto Stock Exchange (TSX tradmg symbol: GAM) and the American Stock Exchange (AMEX
trading symbol: GRS). As of June 28, 2006, Gammon Lake owned approximately 23% of the issued and
outstanding Common Shares. H

Gammon Lake owns the Ocampo gold-silver mi‘\pe and exploration property (covering approximately 10,000
hectares and an operating underground and open‘i pit mine) in the Chihuahua State, Mexico (the “Ocampo
Project”). A bankable feasibility study for the Ocax\‘npo Project was completed by Kappes, Cassiday & Associates,
Consulting Engineers, on November 29, 2004, wHich estimated an annual average production on the project of
170,000 ounces of gold and 6.2 million ounces of sﬂver at an average cash cost of US $151.74 per gold-equivalent
ounce, and an internal rate of return of 65%. In Feb‘:ruary 2005, Gammon Lake assembled a mine development and
operations team to place the project into productlo‘\n with Kappes Cassiday & Associates, Consulting Engineers
appointed for mill and heap leach construction and commissioning. Ground breaking for the construction of the

underground and open-pit mines and two surface pH'ocessing facilities began in early March 2005. On February 1,
2006, Gammon Lake poured its first doré bars from the Ocampo Project. In the first year of production the Ocampo
open pit mine is expected to produce 136,735 ounces of gold and 3,979,826 ounces of silver, equating to 203,065

gold equivalent ounces. Total first year commercial production at the Ocampo Project, including from underground




operations, is expected to exceed 300,000 gold-equ
silver). - Gammon Lake is continuing exploration

B
l

‘va]ent ounces (190,000 ounces of gold and 6.6-million ounces of
‘and development work at Ocampo with a view to expanding

known mineral resources and identifying new minerial resources.

See Schedule H -
and its business and affairs.

Benefits of the Arrangement

Both Mexgold and Gammon Lake have been activ
properties in Mexico. The purpose of the Arrangen
outstanding Common Shares and Mexgold Option
Gammon Lake. It is expected that the combined e
mining and metal processing businesses than either
that the Arrangement will provide the following ber

Increased Market Capitalization: The Arrange

increased market capitalization, which will enh

increased trading liquidity.

annual production of more than 400,000 gol
ounces of silver), and will be free of hedging.

operational risks inherent in a single-mine com

Low Cash Cost: The combined entity is expec
ounce. ;
|
rent estimates, the combined entity will have measured and
gold equivalent ounces (3.5-million ounces of gold and 165-

I
Increased Mineral Resources: Based on cui
indicated resources of more than 6.0-million

“Information Concerning Gammon Lake Resources Inc.” for more information on Gammon Lake
I

e in the exploration and development of gold and silver mineral
nent is to facilitate the acquisition by Gammon Lake of all of the
such that Mexgold will become a wholly-owned subsidiary of
ntity will be better able to compete in the capital intensive global
of its predecessors individually. The Board of Directors believes
efits to the Shareholders:

"nent will create a new intermediate gold-silver company with an

ance its ability to compete for mineral projects and will result in
|
|

Enhanced Production: The combined entity ‘{zvill have interests in two producing properties with estimated

d equivalent ounces (235,600 ounces of gold and 10,500,000
\
|

Decreased Dependence on Single Asset: Having interests in more than one producing property will mitigate the

pany.

Ted to have cash costs of well below US$200 per gold equivalent

million ounces of silver) and additional inferred resources of more than 9.0 million gold equivalent ounces (4.9-

million ounces of gold and 249-million ounces
are proven and probable reserves of more thar
and 137-million ounces of silver). (Note that

;of silver). Included within the measured and indicated resources
5.0-million gold equivalent ounces (2.8-million ounces of gold
Mexgold and Gammon Lake use slightly different gold / silver

ratios when calculating gold equivalent ounces For the estimate of the mineral resources and reserves of
Gammon Lake, please refer to section 3.8 of pammon Lake’s annual information form dated March 31, 2006
for the five months ended December 31, 2006 For the estimate of the mineral resources and reserves of
Mexgold, please refer to the tables set out under “Mmeral Properties - El Cubo and Las Torres Gold-Silver
Mines - Mineral Resources and Mineral Resérves” and “Mineral Properties - Guadalupe y Calvo - Mineral

Resources and Mineral Reserves” in Schedule [ - Information Concerning Mexgold Resources Inc.).

Growth Potential: The combined entity will have an attractive exploration land package.

Retained Leverage to Mexgold Assets: Shareliolders will continue to participate in Mexgold's existing assets
following the Arrangement, in addition to having an opportunity to participate in Gammon Lake’s Ocampo

project, through their ownership of Gammon L%ke Common Shares.

|
Financial Strength: The combined entity w1‘\ll be well positioned for internal growth and to accelerate the

exploration and development of its exploratioq} and development properties, and will have the financial strength

to take advantage of acquisition and consolidation opportunities.




|
Valuation and Fairness Opinion \

|

A copy of the Valuation and Fairness Opinion is atlached as Schedule C to this Circular. The following summary of
the Valuation and Fairness Opinion is qualified m its entirety by, and should be read in conjunction with, the
Valuation and Fairness Opinion. w

|

TD Securities was retained by the Special Committee to prepare a valuation of the Common Shares and the
consideration to be received by the Shareholders under the Arrangement, in accordance with Rule 61-501, and to
provide an opinion as to the fairness to the Shareholders (other than Gammon Lake), from a financial point of view,
of the consideration to be received by such Shareholders in connection with the Arrangement.

|
On May 28, 2006, at the request of the Special Committee, TD Securities verbally delivered the Valuation and
Fairness Opinion. TD Securities subsequently confirmed the Valuation and Faimess Opinion to the Special

Committee in writing. Based upon and subject to ‘he assumptions, limitations, analyses and other matters set forth
in the Valuation and Fairness Opinion, TD SecuntPs concluded that, as of May 28, 2006, the fair market value of a

Common Share is in the range of $6.50 to $8.00 ard that the market trading value of the consideration of 0.47 of a

Gammon Lake Common Share for each Common S”hare is in the range of $6.75 to $8.25 per Common Share. Based
upon and subject to the assumptions, limitations, analyses and other matters set forth in the Valuation and Fairness

Opinion, TD Securities concluded that, as of May ‘28 2006, the consideration to be received by the Shareholders
(other than Gammon Lake) in connection with the Arrangement is fair, from a financial point of view, to such

Shareholders. I

H
Selected Consolidated Pro Forma Financial Infm}}'mation
i
\
The following selected unaudited pro forma financial data for Gammon Lake is based upon, and should be read in

conjunction with, the more detailed financial information appearing in the Pro Forma Financial Statements of

Gammon Lake and the notes thereto for the year énded July 31, 20085, the five months ended December 31, 2005
and the three months ended March 31, 2006, a copy of which is attached hereto as Schedule G. The Pro Forma
Consolidated Financial Statements reflect the corT‘npletion of the Arrangement as if it had occurred as of the
beginning of the periods presented for the purposes|of the pro forma consolidated statement of operations, and as of

March 31, 2006 for the purposes of the pro forma balance sheet. The Pro Forma Financial Statements include
financial information taken from the unaudited con‘{sohdated financial statements of Gammon Lake as at March 31,

2006 and for the three months then ended, the audgted consolidated financial statements of Gammon Lake for the
five months ended December 31, 2005 and the yea‘r ended July 31, 2005, and financial information taken from the
unaudited consolidated financial statements of Mex“gold as at March 31, 2006 and the three months then ended, and

the audited consolidated financial statements of Mljexgold for the eight months ended December 31, 2005 and the
year ended April 30, 2005, which financial statements are incorporated herein by reference. Gammon Lake is

currently evaluating Mexgold’s mining operations as part of its transition plan relating to the integration of
Mexgold’s operations with Gammon Lake’s existin}‘g operations. The Pro Forma Consolidated Financial Statements
are not necessarily indicative of the financial position or financial results that would have been achieved had the
Arrangement been completed as of the beginniﬂg of the periods presented and should not be construed as
representative of such amounts for any future dates or periods.

Pro Forma Consolidated Balance Sheet Information (unaudited)

See “Valuation and Fairness Opinion”.

| As at March 31, 2006
Current Assets \il $60,752,006
Deposits on Capital Equipment | $326,788
Deferred Stock-Based Compensation ‘ $12,075,721
Mining Interests and Capital Assets $547,785,358
Goodwill $125,034,732

Total Assets $745,974,605




Current Liabilities M $58,825,950

Long Term Debt ‘ $42.625,879
Employee Future Benefits $2,955,904
Future Income Taxes ‘1 $76,701,324
Total Liabilities | $181,109,057

|
Shareholders’ Equity | $564,865,548
Total Liabilities and Shareholders’ Equity ! $745,974,605

Pro Forma Consolidated Income Statement Information (unaudited)

|

| For the Three For the Five For the Year

' Months Ended Months Ended Ended July 31,

March 31, 2006 December 31, 2005 2005

Revenue from Mining Operations $14,183,280 $14,487,564 $23,079,939
Expenses $19,740,616 $31,317,292 $58,437,315
Foreign Exchange Gain (Loss) i 8$(789,485) $927,355 $1,037,321
Interest and Sundry Income | $229,258 $256,916 $1, 442,894
Future Income Tax Recovery ' $(818,076) $(2,637,752) $(3,546,675)
Loss - 8(5,299.487) $(13,007,705) $(29,330,486)
Basic and Diluted Loss per Share i $(0.03) $(0.14) $(0.33)
Listing Matters 1
The Gammon Lake Common Shares are currently | ilsted on the TSX under the trading symbol “GAM” and on the
AMEX under the trading symbol “GRS”. ‘

\

The Common Shares are listed on the TSX Venture Exchange under the trading symbol “MGR”. If the
Arrangement is completed, the Common Shares w1ll be de-listed from the TSX Venture Exchange.

Effective Date of the Arrangement

It is anticipated that the Arrangement will become effective after requisite Securityholder, court and regulatory
approvals have been obtained and all other conditions of the Arrangement have been satisfied or waived. As of the
date hereof, it is anticipated that the Arrangement will become effective on or about 12:01 a.m. (local time in
Halifax, Nova Scotia) on August 4, 2006. See “The Arrangement - Effective Date”, “Details of the Arrangement -
Conditions Precedent to the Arrangement” and “Required Approvals”.

|

Recommendations of the Special Committee and“the Board of Directors

A Special Committee of independent directors of Mexgold was formed to review the Arrangement and report to the
Board of Directors regarding its recommendations and conclusions. The Special Committee has concluded that the

Arrangement is fair to the Shareholders (other than Gammon Lake) and is in the best interests of Mexgold. The
Special Committee recommended that the Board of Directors approve the Arrangement and recommend that the
Shareholders vote in favour of the Arrangement Resolution. For a full list of the factors considered by the Special
Committee in making its recommendation, please s:ée “The Arrangement - Special Committee Review”.

After considering the recommendation of the Special Committee and the Valuation and Fairness Opinion, the Board
of Directors of Mexgold has determined that the Arrangement is fair to the Shareholders (other than Gammon Lake)
and is in the best interests of Mexgold, and unanin’lously recommends that the Securityholders vote in favour of the
Arrangement Resolution. The directors of Mexgold have also indicated that, to the extent possible, they intend to
vote all Common Shares held by them in favour of the Arrangement Resolution.

See “The Arrangement - Special Committee Review” and “Recommendation of the Board of Directors”.




Required Approvals
Securityholder Approval

The Arrangement Resolution must be approved by: (a) at least 66 2/3% of the votes cast by Sharcholders and

Optionholders present in person or represented by proxy at the Meeting voting together as a single class, with

holders of Mexgold Options having one vote for each Common Share they would be entitled to have issued to them

if their Mexgold Options were fully exercised; and (b) at least a majority of the votes cast by the Minority

Shareholders present in person or represented by |proxy at the Meeting. See “Required Approvals - Shareholder
|

Approval of Arrangement”.

ii

I

The Arrangement requires Court approval under the OBCA. Prior to the mailing of this Circular, the Interim Order
was obtained from the Court. Following approva] of the Arrangement by the Securityholders at the Meeting,
Mexgold will apply to the Court for the Final Order The Notice of Application for the Final Order is attached as
Schedule E to this Circular. 1t is anticipated that Mexgold will make application to the Court for the Final Order on
or about July 31, 2006. See “Required Approvals - Court Approval of Arrangement”.

Court Approval

Stock Exchange Approval 1
The Arrangement is conditional on acceptance by the TSXV of the Arrangement and the approval by the TSX and
AMEX (and any other applicable securities regulatory authority) of the Arrangement and the continued listing of the
Gammon Lake Common Shares on the TSX and AMEX following completion of the Arrangement. The TSX has
conditionally approved the listing of all Gammén Lake Common Shares to be issued by Gammon Lake in
connection with the Arrangement, subject to fulfillment of standard conditions. Gammon Lake has also applied to
list on the AMEX the Gammon Lake Common Shares to be issued in connection with the Arrangement. Listing will
be subject to Gammon Lake fulfilling all of the requrrements of the AMEX. See “Required Approvals - Stock

Exchange Approvals”.

Details of the Arrangement Agreement ‘

The Arrangement Agreement provides for the Arrar‘rgement and matters related thereto and a copy is attached to this
Circular as Schedule B. See “Details of the Arrang ement Agreement”. A summary of some of the principal terms

of the Arrangement Agreement are set forth below
Agreement.

Provided all conditions to implement the Arrange
implementation of the Arrangement and the Final

and is qualified in its entirety by the full text of the Arrangement
|

ment are satisfied, including that Securityholders approve the
}Court Order is obtained, the following steps will occur as an

arrangement under Section 182 of the OBCA, beginhing at the Effective Time, one immediately after the other:

Each issued and outstanding Co}mmon Share (other than Common Shares held by Dissenting

Shareholders or Gammon Lake) jwill be exchanged for Gammon Lake Common Shares on the
basis of 0.47 Gammon Lake Common Shares for each Common Share held; provided, however,
that no fractional Gammon Laké Common Shares will be issued to any Shareholder and the
number of Gammon Lake Common Shares issuable to each Shareholder on the completion of the

Arrangement will be rounded up Q}f the fractional interest is 0.5 or more) or down (if the fractional

interest is less than 0.5) to the nearest whole number of Gammon Lake Common Shares.

Each Common Share held by aH Dissenting Shareholder will be deemed to be transferred to
Mexgold and will be immediately cancelled, and such Dissenting Shareholder will cease to have
any rights as a Shareholder other‘} than the right to be paid the fair value of his or her Common

Shares.

@

(b)

(c) Each outstanding Mexgold Optit‘on will be exchanged for a Gammon Lake Option and the
Mexgold Option will be cancelle%fd, with each Gammon Lake Option being exercisable for that

number of Gammon Lake Common Shares that is equal to the number of Common Shares that




would otherwise have been issuable upon the exercise of the Mexgold Option multiplied by 0.47
(rounded down to the nearest whole Gammon Lake Common Share) at an exercise price per
Gammon Lake Common Share ‘equal to the exercise price of the applicable Mexgold Option
divided by 0.47, provided that ea‘:h such Gammon Lake Option will expire on the date on which
the respective Mexgold Option was to expire pursuant to its terms.

|
|
The obligations of Mexgold and Gammon Lake to complete the Arrangement are subject to the satisfaction of
certain customary mutual and several COI’ldlthl’lSH, including: (i) the receipt of all necessary regulatory, stock
exchange, court and Securityholder approvals (1nclud1ng the Final Order and Minority Shareholder approval); (ii)
the Gammon Lake Common Shares issuable purm”lant to the Arrangement and on the exercise of Gammon Lake
Options being approved for listing on the TSX subject to the filing of required documentation and being free of
resale restrictions in Canada other than in resp%:ct of control persons or subject to requirements of general
application; and (iii) the holders of not more than 5% of the outstanding Common Shares (other than Common
Shares held by Gammon Lake and officers and directors of Gammon Lake) exercising their dissent rights at the time

of the vote on the Arrangement Resolution.
\

The Arrangement Agreement provides that if any condition to the completion of the Arrangement is not satisfied or
waived by a party on or before August 11, 2006 (or any earlier date by which the condition must be satisfied), then
the party entitled to the benefit of such condmon‘l may terminate the Arrangement Agreement, provided that the
terminating party is not in material breach of any of its representations, warranties and covenants. See “The
Arrangement Agreement - Conditions Precedent to }“rhe Arrangement”.

Conditions to Completion of the Arrangement

Covenants Regarding Non-Solicitation

|
Pursuant to the terms of the Arrangement Agreemént, Mexgold has agreed not to, directly or indirectly: (a) solicit,

initiate, facilitate, engage in or respond to or encou
and/or its subsidiaries regarding any Acquisition
negotiations regarding any Acquisition Proposal; (¢
cause Mexgold or any subsidiary to enter into
Acquisition Proposal. However, Mexgold is
recommending to its shareholders a Superior Prop

modify in a manner adverse to Gammon Lake its recommendation of the approval of the Arrangement if Mexgold:

(a) provides to Gammon Lake: (i) written notice th

is prepared to accept a Superior Proposal; (ii) a copy

rage any inquiries, proposals or transactions involving Mexgold
Proposal; (b) encourage or participate in any discussions or
accept, approve or recommend any Acquisition Proposal; or (d)
any agreement, arrangement or understanding related to any
not prohibited from considering, negotiating, approving or
Iosa], and the Board of Directors of Mexgold may withdraw or

at the Special Committee has determined that it has received and
of any agreement or other document in respect of such Superior

Proposal, not less than five full business days prion to acceptance thereof by the Board of Directors; and (iii) in the
case of an Acqmsmon Proposal that includes non- cash consideration, the value or range of values attributed by the
Board of Directors, in good faith, for such non- cash consideration after consultation with its financial advisors; (b)
provides Gammon Lake with an opportunity (but not the obligation), during the five business day period to propose
to amend the Arrangement Agreement to provide for consideration having a value equivalent to or more favourable
to the Shareholders than that of the Superior Propo‘éal with the result that the Superior Proposal would cease to be a

Superior Proposal; and (¢) terminates the Anangenﬂent Agreement and reimburses Gammon Lake for all reasonable

expenses incurred in connection with the proposed

Mexgold is subject to additional restrictive covena
Apgreement - Restrictive Covenants”.

Voting by Proxy
|

Arrangement.

nts under the Arrangement Agreement. See “The Arrangement

Securityholders who are unable to attend the Meeting in person are requested to sign, date and return the

accompanying form of proxy. The persons named
of Mexgold and are proxyholders nominated by th

named in the enclosed forms of proxy intend to v

A Securityholder has the right to appoint a per:
the persons named in the enclosed instrument o}

in the accompanying forms of proxy are directors and/or officers
e Board of Directors. Unless otherwise directed, the persons

‘ote in favour of the Arrangement Resolution.

on to attend and act on its behalf at the Meeting other than
f proxy. To exercise this right, a Securityholder must strike out
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the names of the nominees of management named i 1‘1‘1 the instrument of proxy the Securityholder is signing and insert
the name of its nominee in the blank space prov1ded on the proxy. A person appomted as a proxyholder need not be
a Securityholder. Voting by proxy will not prevent a Securityholder from voting in person if the Securityholder

attends the Meeting. ‘

Non-registered holders of Common Shares who Lecelve the Circular from their broker or another intermediary

“should complete and return the proxy or other %iuthorisation form provided to them by their broker or other
intermediary in accordance with the instructions provided with it. Failure to do so may result in their Common
Shares not being eligible to be voted at the Meetmg“

To be effective, proxies must be duly completed‘§ and signed and then deposited with Mexgold’s registrar and
transfer agent, Computershare Investor Services Inc at 100 University Avenue, 9th Floor, Toronto, Ontario, M5J

2Y1, fax no. 1-866-249-7775 or (416) 263- 9524‘ not later than 48 hours (excluding Saturdays, Sundays and
holidays) prior to the time set for the Meetmg er any adjournment thereof. Completed proxies may also be
deposited with the Chair of the Meeting prior to its commencement. See “General Information for the Meeting”.

Procedures for Exchange of Certificates by Shareholders

‘\
Enclosed with this Circular is a Letter of Transmit\ital (printed on yellow paper). The Letter of Transmittal, when
properly completed and duly executed and returned together with certificates for Common Shares and all other
required documents, will enable each Shareholder to obtain a certificate representing Gammon Lake Common

Shares issued under the Arrangement to such Shareholder on the basis of 0.47 of Gammon Lake Common Shares for
each Common Share previously held and represente”d by the deposited share certificates (rounded up if the fractional
interest is 0.5 or more, and rounded down if the fractional interest is less than 0. 5). No fractional Gammon Lake
Common Shares will be issued under the Arrangemi‘ant

H

Beneficial Shareholders should contact their Interrnediary for instructions and assistance in providing details for
registration or delivery of their Gammon Lake Common Shares.
|

To ensure timely delivery of the certificate(s) representing the Gammon Lake Common Shares that a Shareholder is

entitled to under the Arrangement, it is recommendéd that the Letter of Transmittal, properly completed and signed,
together with the certificates representing the Common Shares owned by such Shareholder and any other required
documentation be delivered by mail, hand or courier to the Depositary at the address set forth on the back page of
this Letter of Transmittal on or before 5:00 p.m. (To“ronto time) on the second business day preceding the Meeting.

Procedures for Exchange of Mexgold Options \\

A holder of Mexgold Options at the Effective Tlrne shall be entitled to receive an instrument representing the

Gammon Lake Options to which such holder is entitled pursuant to the Arrangement as soon as practical after the
Effective Date upon delivery to Gammon Lake of ‘s‘uch documents and instruments, if any, as Gammon Lake may
reasonably require, and each and every certifi cate document, agreement or other instrument, if any, formerly
representing Mexgold Options will be and will be deemed to be cancelled, void and of no further force and effect
without any further authorization, act or formality. HGammon Lake will register and make available or send by first
class mail (postage prepaid) an instrument representmg Gammon Lake Options registered in the name, and to the
last address of, each former holder of Mexgold Optxons as registered in the books and records of Mexgold. No
fractional Gammon Lake Options will be issued under the Arrangement. Unless otherwise requested or directed by

Gammon Lake, a holder of a Mexgold Option is not\requlred to submit a Letter of Transmittal.
Dissenting Shareholders’ Rights on Arrangement‘

Pursuant to the Interim Order, a registered Shareholder has the right to dissent with respect to the Arrangement and

to be paid the fair value for its Common Shares by Mexgold in accordance with the terms of the Interim Order and
section 185 of the OBCA as modified by the Intermll Order, The procedures for the exercise of dissent rights must
be strictly followed. See the description under “Rréhts of Dissent”, and the relevant sections of the OBCA which

have been reproduced in Schedule F to this Circular)|




Securityholders wishing to dissent with respect to

Mexgold, addressed to the Chief Executive Officer
Nova Scotia, B3J 2P8 not later than 48 hours (excl
the Meeting or any adjournment thereof, with

Computershare Investor Services Inc. at 100 Unive
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the proposed Transaction must send a Notice of Dissent to
at 1601 Lower Water Street, Suite 402, Summit Place, Halifax,
uding Saturdays, Sundays and holidays) prior to the time set for

“‘a copy delivered to Mexgold’s registrar and transfer agent,

rsity Avenue, Sth Floor, Toronto, Ontario, M5J 2Y1, fax no. 1-

866-249-7775 or (416) 263-9524. It is important that Dissenting Shareholders strictly comply with this
requirement, which is different from the statutory dissent provisions of the OBCA. Failure to strictly comply
with the requirements set forth in Section 185 of th; OBCA as modified by the Interim Order, may result in the loss
of any right of dissent. Persons who are beneficialjowners of Common Shares registered in the name of a broker,
custodian, nominee or other intermediary who wis

h to dissent should be aware that only the registered holders of
such Common Shares are entitled to dissent. Aébordingly, a beneficial owner of Common Shares desiring to
exercise this right must make arrangements for thle Common Shares beneficially owned by such individual to be
registered in his or her name prior to the time the I\‘otice of Dissent to the Arrangement Resolution is required to be

received by Mexgold or, alternatively, make arrangements for the registered holder of Common Shares to dissent on

his or her behalf. Shareholders wishing to avail then;ﬁselves of dissent rights should consult with their legal advisors.
|

Brief Summary of Canadian Federal Income Tax Considerations

|

The following is a general summary of the principal Canadian federal income tax considerations under the ITA
generally applicable to Secuntyholders who hold\ Common Shares and/or Mexgold Options and who, for the
purposes of the ITA, deal at arm’s length with, and are not affiliated with, Mexgold or Gammon Lake and (in the
case of Shareholders) hold their Common Shares a§\cap1tal property. It is not intended to be, and it should not be
construed to be, advice to any particular person; Securityholders should consult with their own tax advisors
with respect to their particular circumstances.

See “Rights of Dissent”.

Generally, a Shareholder will not realize a capita: gain or capital loss on its Common Shares as a result of the
implementation of the Arrangement, unless the Shareholder chooses to recognize a capital gain or capital loss in the
Shareholder’s income tax return for the year in which the Arrangement is implemented or the Shareholder enters
into a joint election with Gammon Lake to, for example, obtain a partial deferral. An eligible Shareholder interested
in making an election should indicate that intention! in the Letter of Transmittal in the space provided therein and a

tax instruction letter, together with the relevant tax election forms, will be sent to the Shareholder.

Generally, a Dissenting Shareholder who receives a payment for its Common Shares equal to the fair market value
of its Common Shares will be deemed, under the ITA, to have received a dividend equal to the amount, if any, by
which the payment (excluding any amount received as interest) exceeds the paid-up capital of the Common Shares,
and such a Dissenting Shareholder may also reah‘,ze a capital gain or capital loss as more fully described under
“Canadian Federal Income Tax Considerations”. ‘1

Generally, in certain circumstances, on the exchar“ ge of Mexgold Options for Gammon Lake Options under the
Arrangement by an employee of Mexgold that is resident in Canada, the employee will be deemed under the ITA
not to have sold the Mexgold Options and not to have acquired the Gammon Lake Options, and the Gammon Lake
Options are deemed under the ITA to be the same as, and a continuation of, the Mexgold Options exchanged

therefor. As a result, in such circumstances no disp bsition arises on the exchange that otherwise would be taxable to
the employee.

If any of those circumstances do not apply or conditions are not met in respect of an employee, on the exchange of
Mexgold Options for Gammon Lake Options, gene}ally the employee will realize a taxable benefit, which must be
included in computing his or her income for the year the exchange occurs. The taxable benefit is the amount
calculated as the difference between the fair market value of the Gammon Lake Options he or she receives on the
exchange less any consideration he or she paid to acqu1re the Mexgold Options.

The Information Circular contains a summary c‘>f the principal Canadian federal income tax considerations
applicable to Securityholders, who are holders of Common Shares and/or Mexgold Options, in respect of the
Arrangement and the above comments are quahﬁed in their entirety by reference to such summary. See “Canadian
Federal Income Tax Considerations™. ‘
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Brief Summary of U.S. Federal Income Tax Considerations

As of the date of this Circular, Gammon Lake and Mexgold anticipate that they each will treat the Arrangement as a
tax-deferred reorganization under section 368(a) of the Internal Revenue Code. However, no legal opinion from
U.S. legal counsel or ruling from the Internal Revenue Service has been requested, or will be obtained, regarding the
U.S. federal income tax consequences of the Arraﬂgement. There can be no assurance that the Internal Revenue
Service will not challenge the status of the Arrange%ent as a tax-deferred reorganization under section 368(a) of the
Internal. Revenue Code or that the U.S. courts Wwill uphold the status of the Arrangement as a tax-deferred
reorganization under section 368(a) of the Internal Revenue Code in the event of an Internal Revenue Service
challenge. The requirements that must be satisfied in order for the Arrangement to qualify as a tax-deferred
reorganization under section 368(a) of the Internal Revenue Code are complex, and each U.S. Holder should consult
its own financial advisor, legal counsel, or accountant regarding these requirements. In addition, even if the
Arrangement qualifies as a tax-deferred reorganizz‘jition under section 368(a) of the Internal Revenue Code, U.S.
Holders generally will be required to recognize gain (but not loss) pursuant to the Arrangement in the event that
(a) Mexgold currently is a “passive foreign investml‘c‘;nt company” or was a “passive foreign investment company” at
any time during a U.S. Holder’s holding period for the Common Shares and (b) Gammon Lake does not qualify as a

“passive foreign investment company” for the taxabie year that includes the day after the Effective Date.

|
This summary is for general information only aﬁld it is not intended to be, nor should it be construed to be,
legal or tax advice to any Securityholder. AccoHrdingly, Securityholders should consult their own U.S. tax
advisors for advice with respect to the U.S. federal, state, local and foreign tax consequences to them of the

Arrangement. \

For a more detailed description of U.S. income tax c‘onsiderations, see “U.S. Federal Income Tax Considerations”.

Brief Summary of Mexican Federal Income Tax Considerations

The following is a general summary of the principal Mexican federal income tax considerations under Mexican
Income Tax Law, applicable to Securityholders who hold their Common Shares and/or Mexgold Options as capital
property and who are residents of Canada or the U“S It is not intended to be, and it should not be construed to
be, advice to any particular person. Securityholders should consult with their own tax advisors with respect
to their particular circumstances. ]‘

Generally, Canadian resident and U.S. resident S;‘ecurityholders who dispose of their Common Shares and/or
Mexgold Options will not be subject to Mexican tax\Eon any gain realized on any such disposition.

|

For a more detailed description of Mexican inc:fome tax considerations, see “Mexican Federal Income Tax
Considerations”. [

Risk Factors I

\
Shareholders should consider a number of risk fact:‘ors in evaluating the Arrangement. These risk factors include,
among others, certain risks related to the business of Gammon Lake, which are discussed in greater detail herein.
See “Risk Factors — Risk Factors Relating to the| Arrangement” and “Risk Factors - Risk Factors Relating to

Gammon Lake”.




The following is a glossary of terms used freque

summary of the Circular.

Acquisition Proposal

AMEX

Arrangement

Arrangement Agreement

Arrangement Resolution

Articles of Arrangement
Beneficial Shareholder

Board of Directors or Board
Cassels Brock

Circular

Code

Commissions

Common Shares
Company

Court
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GLOSS‘ARY OF TERMS

r:rtly throughout this Circular, including the schedules and the

1
Any inquiries‘l, proposals or transactions involving Mexgold and/or its
|

subsidiaries re
take-over bid,
assets, sale or
other interest:
reorganization

garding any merger, amalgamation, arrangement, restructuring,
ltender offer, exchange offer, sale or purchase of substantial
purchase of treasury shares, any equity interest or rights or any

therein or thereto, business combinations, liquidations,
5 or recapitalizations or similar transactions or series of related

or similar trarl‘gactions which would have the effect of any of the foregoing,
other than the Arrangement.

The American

Stock Exchange.
|

|
The proposed arrangement under the OBCA, involving Mexgold, the

Securityholder:
Plan of Arra

and Gammon Lake, on the terms and conditions set out in the
ngement whereby Gammon Lake will acquire all of the

outstanding Common Shares and Mexgold Options, as described under the

heading “The Arrangemem - Details of the Arrangement Agreement”.
|

The arrangeme“nt agreement made as of June 22, 2006 between Mexgold and

Gammon Lake‘,} a copy of which is attached as Schedule B to this Circular, as it
may be amended, restated and/or supplemented from time to time.

|
The special resolution, the full text of which is set forth in Schedule A attached
to this Circular, to be considered and, if deemed advisable, approved, with or
without variation, by the Securityholders at the Meeting voting as a single

. | . h
class, in accordance with the Interim Order.

The articles of arrangement in the form prescribed under the OBCA to be filed
with the Director to give effect to the Arrangement.

A shareholder] who holds Common Shares through an Intermediary, or
otherwise not in his, her or its own name.

|
The board of directors of Mexgold.

Cassels, Brock & Blackwell LLP, legal counsel to the Special Committee.

This Managemjent Information Circular as it may be amended, restated and/or
supplemented ﬁrom time to time.

i
The U.S. Intemf‘al Revenue Code of 1986, as amended.

I
The securities jcommissions of the provinces and territories of Canada, as
applicable. ‘}

The common shares in the capital of Mexgold.

Mexgold Resm‘ rees Inc., a corporation incorporated under the OBCA.

I
The Superior Court of Justice (Ontario).




CRA
DCF

Depositary

Director

Dissenting Shareholder

eAu

Effectivg Date

Effective Time

Engagement Agreement

Exchange Ratio

Excludéd Persons

‘\
U
Canada Revenue Agency.

|
Discounted cash flow
‘i
Computershare Investor Services Inc., at its principal office in Montreal,

Quebec, in it$ capacity as depositary for the Common Shares under the
Arrangement. 11
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The Director appointed under section 278 of the OBCA.

|
A Shareholde!r who delivers a Notice of Dissent within the time period
prescribed and validly exercises the right of dissent provided with respect to

the Arrangeme}‘,nt, as described under “Rights of Dissent.”

gold-equivalenﬁt
The date the P;an of Arrangement becomes effective as established by the date
of the certiﬁca;‘te of arrangement giving effect to the Arrangement endorsed by

the Director. ‘1

12:01 a.m. (Toronto time) on the Effective Date.

The engagement agreement dated March 16, 2006 pursuant to which TD
Securities was“ engaged by the Special Committee to prepare and deliver the
Valuation and Fairness Opinion to the Special Committee.

The ratio at which Common Shares and Mexgold Options will be exchanged

for Gammon 1
being 0.47 G
Gammon Lake
each Common

Gammon Lake
their respectiv
person or corr
securities of

-ake Common Shares and Gammon Lake Options, respectively,
aimmon Lake Common Shares for each Common Share and
Options to purchase 0.47 Gammon Lake Common Shares for

\Share issuable on the exercise of Mexgold Options.
|

\ and, to the knowledge of Mexgold, Gammon Lake and any of
e directors and senior officers, after reasonable inquiry: (i) any
ipany which alone or jointly or in concert with others holds

Gammon Lake sufficient to affect materially the control of

Gammon Lake; (ii) any person or company in respect of which a person or
company referred to in the preceding clause (i) alone or jointly or in concert
with others h(#lds securities sufficient to affect materially the control of the
first-mentioned person or company referred to in this clause (ii); (iii) any
person or company in respect of which Gammon Lake alone or jointly or in
concert with others holds securities sufficient to affect materially the control of
the person or $ompany; (iv) any person or company that beneficially owns, or
exercises contr;iol or direction over, voting securities of Gammon Lake carrying
more than 10% of the voting rights attached to all of the issued and outstanding
voting securities of Gammon Lake; (v) any director or senior officer of
Gammon Laké or any other companies referred to in clauses (i) through (viii),
(vi) a person of company that manages or directs, to any substantial degree, the
affairs or opelﬁations of Gammon Lake under an agreement, arrangement or
understanding ‘between the person or company and Gammon Lake, excluding a
person or company acting under bankruptcy or insolvency law; (vii) a person
or company of which persons or companies described in clauses (i) through
(viii) own, in the aggregate, more than 50% of the securities of any outstanding
class of equity|securities; and (viii) any affiliated entity of any of the persons or

companies des%:ribed in the preceding clauses (i) through (vii).

|
i
|
|




Fairness Opinion

Final Oi‘der

GAAP
Gammon Lake

Gammon Lake Common Shares

Gammo‘n Lake Convertible

Securities
Gammon Lake Options

Gammon Lake Warrants

g Au/t
g Ag/t

gold equivalent ounce

g/t

indicated mineral resource

inferred mineral resource
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ﬂ
|

The fairness opinion regarding the consideration to be received by the
Shareholders (other than Gammon Lake) in connection with the Arrangement
delivered verbally by TD Securities to the Special Committee on May 28,
2006, and subsequently confirmed in writing, the content of which is included

in the letter attached as Schedule C to this Circular.
The final order;of the Court approving the Arrangement.

Generally accepted accounting principles of Canada or the United States, as the

i .
context may soi require.

Gammon Lake|Resources Inc., a corporation existing under the Companies Act
(Quebec).

The common shares in the capital of Gammon Lake.

Gammon Lake“ Options, Gammon Lake Warrants and other warrants and stock
options to acquire Gammon Lake Common Shares that will be outstanding
after the compl:etion of the Arrangement.

Options to pur?hase Gammon Lake Common Shares to be issued to holders of
Mexgold Optlons under the Arrangement.

U
The Mexgold Warrants after being adjusted pursuant to the terms thereof as a
result of the Aﬁrangement so that they will be exercisable to purchase Gammon
Lake Common Shares, and any replacement certificates therefor issued by

Gammon Lakelto evidence the adjusted terms of such share purchase warrants.
|

\
grams of gold per tonne

grams of silver‘per tonne

The number ofjounces of silver that are considered equal in value to one ounce
of gold. Unless otherwise noted, gold equivalent values in the Circular are
based on 60 grams of silver = | gram of gold, calculated on a gold price of
US$450/0z and a silver price of US$7.50/0z.

grams per tonne

\

That part of a Mmeral Resource for which quantity, grade or quality, densities,
shape and physwal characteristics, can be estimated with a level of confidence
sufficient to allow the appropriate application of technical and economic
parameters, to ”support mine p]anmng and evaluation of the economic viability
of the deposit. ‘The estimate is based on detailed and reliable exploration and
testing information gathered through appropriate techniques from locations
such as outcroﬁjs trenches, pits, workings and drill holes that are spaced closely
enough for geo‘logical and grade continuity to be reasonably assumed.

H
That part of a l%neral Resource for which quantity and grade or quality can be
estimated on the basis of geological evidence and limited sampling and
reasonably ass{lmed, but not verified, geological and grade continuity. The
estimate is based on limited information and sampling gathered through
appropriate te@:hm’ques from locations such as outcrops, trenches, pits,
workings and dnll holes.



lnterim‘Order

Intermediary

IRS
ITA

Letter of Transmittal

Material Adverse Change /
Material Adverse Effect

Measured Mineral Resource

Meeting
Meeting Materials

Mexgold Options

Mexgold Warrants
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i

!
The interim of‘cler of the Court dated June 27, 2006, providing, among other
things, for the ‘callmg and holding of the Meeting, a copy of which is attached

as Schedule D to this Circular.

A broker, mtermedlary, trustee or other person holding Common Shares on
behalf of a ShaHreholder

The United Stattes Internal Revenue Service.

The Income Tafc Act (Canada), as amended, and the regulations thereunder.
i

The form of ﬁetter of transmittal for Common Shares accompanying this
Circular (printéd on yellow paper).
i

“Material Adverse Change” means, in respect of Gammon Lake or Mexgold,
any ,one or more changes, events or occurrences, and “Material Adverse

Effect” means‘} in respect of Gammon Lake or Mexgold, any state of facts,
which, in elthér case, either individually or in the aggregate, are, or would

reasonably be $xpected to be, material and adverse to the business, operations,

results of opel"atlons prospects, assets, liabilities or condition (financial or

otherwise) of Gammon Lake and its material subsidiaries, or Mexgold and its
subsidiaries, re‘j:spectively, on a consolidated basis, other than any change,
effect, event o“r occurrence: (1) relating to the global economy or securities
markets in general; (ii) affecting the worldwide gold or silver mining industry
in general and| which does not have a materially disproportionate effect on
Gammon Lake and its material subsidiaries on a consolidated basis, or
Mexgold and [its subsidiaries on a consolidated basis, respectively; (iii)
resulting from|changes in the price of gold or silver; or (iv) relating to the
general political and business climate related to carrying on business in

Mexico. y
|

That part of a Mlneral Resource for which quantity, grade or quality, densities,
shape, physmal characteristics are so well established that they can be
estimated with| confidence sufficient to allow the appropriate application of
technical and ‘economlc parameters, to support production plannmg and
evaluation of the economic viability of the deposit. The estimate is based on
detailed and reliable exploration, sampling and testing information gathered
through approﬂnate techniques from locations such as outcrops, trenches, pits,
workings and ‘drill holes that are spaced closely enough to confirm both
geological and grade continuity.

The special me”etmg of Securityholders to be held on July 28, 2006 and any
adjournment onpostponement thereof.

The Notice of ‘Meetmg, this Circular, the instruments of proxy, the Letter of
Transmittal and other related materials.

The outstanding and unexercised options to purchase Common Shares issued
under Mexgold’s stock option plan for directors, officers, employees and
consultants. |

|
The outstanding and unexercised warrants to purchase Common Shares.




mineral reserve

mineral resource

Minority Shareholders
NAYV
NI 43-101

Notice of Dissent

Notice of Meeting

OBCA
Optionholder

Parties

Plan of Arrangement

Pre-Arrangement Agreement

Pro Forma Financial
Statements

probable mineral reserve
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The economice lly mineable part of a measured or indicated mineral resource
demonstrated by at least a prehmmary fea51b111ty study. This study must
include adequefte information on mining, processing, metallurgical, economic
and other rele”vant factors that demonstrate, at the time of reporting, that
economlic extraction can be justified. A Mineral Reserve includes diluting
materials and allowances for losses that may occur when the material is mined.

A concentratm‘n or occurrence of natural, solid, inorganic or fossilized organic
material in or ‘bn the Earth’s crust in such form and quantity and of such a
grade or quaht‘y that it has reasonable prospects for economic extraction. The
location, quantity, grade, geological characteristics and continuity of a mineral
resource are kn”own estimated or interpreted from specific geological evidence

and knowledge‘
Holders of Common Shares other than Excluded Persons.
|
Net asset value,

I

National Instrument 43-101 - Standards of Disclosure for Mineral Projects of
the Canadian Securities Administrators, and its Companion Policy.

A validly delivered notice of dissent to the Arrangement Resolution, as
described under “Rights of Dissent.”

The notice of special meeting of Securityholders dated June 28, 2006.

The Business C‘orporations Act (Ontario), as amended from time to time.

The holder of one or more Mexgold Options.
:

Gammon Lake‘fand Mexgold, and “Party” means either one of them.

The plan of ax#angement proposed by Mexgold to effect the Arrangement as

set out as Schedule 1 to the Arrangement Agreement which is attached as

Schedule B to ﬂ"llS Circular, and any amendments or variation thereto.

The pre-mergér agreement dated May 28, 2006, between Mexgold and
Gammon Lake‘!, as amended. See “The Arrangement — Background to the

Arrangement.” [
I

The unaudited [consolidated pro forma balance sheet of Gammon Lake as at
March 31, 2006, and unaudited consolidated pro forma income statements of
Gammon Lake for the year ended July 31, 2005, the five months ended
December 31, 2005 and the three months ended March 31, 2006, prepared on
the basis that the transactions contemplated by the Arrangement Agreement,
including, w1thg)ut limitation, the Arrangement, have been completed as at the
begmnmg of the periods covered in those statements and as at March 31, 2006
in respect of the pro forma balance sheet as at March 31, 2006, together with

the compilation :\‘ report of Gammon Lake’s auditors thereon.

The economlca\lly mineable part of an indicated mineral resource, and in some
circumstances “a measured mineral resource demonstrated by at least a
preliminary feasibility study. This study must include adequate information on
mining, processing, metallurgical, economic, and other relevant factors that
demonstrate, at|the time of reporting, that economic extraction can be justified.



proven mineral reserve

QCA
Record Date

Rule 61-501

SEC
Securityholders
SEDAR

Shareholder

Special Committee

Superior Proposal

The economlcaﬂly mineable part of a measured mineral resource demonstrated
by at least a pr ehmlnary feas1b111ty study. This study must include adequate
information on }mmmg, processing, metallurgical, economic, and other relevant
factors that demonstrate, at the time of reporting, that economic extraction is
justified. |

The Companies Act (Quebec), as amended from time to time.
June 28, 2006,

Ontario Secur;ties Commission Rule 61-501 - Insider Bids, Issuer Bids,
Business Combination and Related Party Transactions, and its Companion

Policy. |
i
The United Sta}es Securities and Exchange Commission.
Shareholders and Optionholders, collectively.
|

The System for Electronic Data Analysis and Retrieval accessible on the
internet at wwv;wsedar.com.
A registered holder of one or more Common Shares.

|
The committeé of independent directors of Mexgold, composed of Glen
Holmes (Chalr James Awkar and Donald Flemming, established by the Board
of Directors on November 28, 2005 to review, and give advice to the Board of

Directors with ‘respect to, a possible transaction with Gammon Lake.

A bona fide wntten Acquisition Proposal to acquire all or substantially all of
the assets of Mexgold (on a consolidated basis) or, directly or indirectly, more
than 66 2/3%]| of the Common Shares which the Board of Directors has
determined in éood faith, after consultation with, and receiving advice from, as
appropriate, the financial, legal and other advisors to Mexgold to the effect that

such Acquisition Proposal would, if consummated in accordance with the

terms thereof,

but without assuming away the risk of non-completion, result in

a transaction v:hich: (a) is more favourable to Shareholders from a financial

point of view t

han the terms of the Arrangement; (b) provides for consideration

per Common Share that has a value that is greater than the consideration per

Common Shar
adjustment to

e provided under the terms of the Arrangement (including any
uch terms proposed by Gammon Lake as contemplated by the

Arrangement z‘&greement) (c) is not contingent upon financing; and (d) is
reasonably caﬁable of completion in accordance with its terms within a

reasonable perlod of time, taking into account all legal, financial, regulatory,

TD Securities
tpd

Transfer Agent

TSX
TSXV

financing and
making the Ac

TD Securities ]“nc.

tonnes per day|

iother aspects of such Acquisition Proposal and the person
quisition Proposal.

Computershare Investor Services Inc., in its capacity as registrar and transfer

agent for the C

The Toronto S

The TSX Ventt

I
ommon Shares.

ock Exchange.
|

ure Exchange




Valuation

Warrantholder
1933 Act
1934 Act

The valuation
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|
|

$f the Common Shares and the consideration to be received by

the Shareholders (other than Gammon Lake) in connection with the
Arrangement delivered verbally by TD Securities to the Special Committee on

May 28, 2006,

and subsequently confirmed in writing, the content of which is

included in the ;letter attached as Schedule C to this Circular.

i
A registered ho‘lder of one or more Mexgold Warrants.

The United Stattes Securities Act of 1933, as amended.

The United States Securities Exchange Act of 1934, as amended.
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GENERAL INFORMATION FOR THE MEETING

The enclosed proxy is being solicited by or on beh‘alf of the management of Mexgold in connection with a special
meeting of Shareholders and Optionholders to be held at 1601 Lower Water Street, Suite 402, Summit Place,
Halifax, Nova Scotia, B3J 2P8, commencing at 3: 00 p.m. (Halifax time) on July 28, 2006.

Solicitation of Proxies

The mailing of this Circular to the Securityholders v‘: ill be on or about July 7, 2006. The cost of soliciting proxies will
be borne by Mexgold. While most proxies will be solicited by mail only, regular employees of Mexgold may also
solicit proxies by telephone or in person. Such employees will receive no additional compensation for these services
other than their regular salaries, but will be rein

nbursed for their reasonable expenses. In connection with the
solicitation of proxies, Mexgold may retain one or

|
Shareholders at a cost to Mexgold.

 more dealers as a soliciting dealer group to solicit proxies from
j
Mexgold will provide proxy materials to brokers, )|

wcustodians, nominees and fiduciaries and will request that such

materials be promptly forwarded to the beneficial owners of Common Shares registered in the names of such brokers,

reimburse brokers, custodians, nominees and fiduciaries for their
ling proxy materials to beneficial owners of Common Shares.

custodians, nominees and fiduciaries. Mexgold wil
reasonable charges and expenses incurred in forward

Voting Common Shares

The Board of Directors has fixed June 28, 2006 as
Optionholders entitled to receive Notice of the Meeti

|
|
‘ the record date for the purpose of determining Shareholders and
ing (the "Record Date").

Mexgold will prepare, no later than ten (10) days fol‘:lowing the Record Date, a list of Securityholders entitled to vote as
of the Record Date, showing the number of Common Shares and/or Mexgold Options held by each such
Securityholder. Each person named on the list of §ecur1tyholders is entitled to one (1) vote for each Common Share
held and one (1) vote for each Common Share issuable on the exercise of the Mexgold Options held, except to the
extent that: (i) a Shareholder has transferred any Common Shares after the Record Date, and (ii) the transferee of those
I
Common Shares produces properly endorsed share| certificates or otherwise establishes ownership of those Common
Shares and requests not later than ten (10) days before the date of the Meeting that the transferee's name be included on

such list before the Meeting, in which case the transﬁeree is entitled to vote those Common Shares at the Meeting.

Re'gistered Securityholders

Registered shareholders are shareholders whose dommon Shares are held in their own name and they will have

received a proxy form in their own name. Opt10nho
Optionholders. ‘

Non-Registered/Beneficial Shareholders

Beneficial Shareholders are shareholders who do n
name of a nominee - this could be, among others, a

lders will have received a blank proxy form to be completed by the

ot hold their Common Shares in their own name, but rather in the
bank, trust company, securities broker or other financial institution

(and is known as holding the Common Shares in "street form™).

If you are a Beneficial Shareholder, there are two (
Your nominee is required to seek voting instruction
laws, and so you will receive, or will have already
proxy form for the number of Common Shares you

2) ways you can vote your Common Shares held by your nominee.

from you in advance of the Meeting in accordance with securities
received from your nominee, a request for voting instructions or a
hold. Every nominee has its own mailing procedures and provides

its own signing and return instructions. Therefore, please follow them in order to make sure that your Common Shares

are voted.

Alternatively, if you wish to vote in person at the N
"Request for Voting Instructions" or proxy form to
instructions of your nominee. Non-registered shz
Meeting, present themselves to a representative of C

vleeting, please insert your own name in the space provided on the
appoint yourself as proxyholder and follow the signing and return
reholders who appoint themselves as proxyholders must, at the
pmputershare Investor Services Inc.




Appointment of Proxy Holders

‘are directors and/or officers of Mexgold. You have the right to
appoint some other person (who need not be a Securityholder) to attend and to act for and on your behalf at the
Meeting. To exercise this right, you must either insert the name of the desired person in the blank space provided in
the form of proxy accompanying this Circular and strike out the other names or submit another proper form of proxy
and, in either case, deliver the completed proxy by “post or other form of delivery to Mexgold’s registrar and transfer
agent, Computershare Investor Services Inc. at 100 Pniversity Avenue, 9th Floor, Toronto, Ontario, M5J 2Y 1, fax no.
1-866-249-7775 or (416) 263-9524, as soon as possible and, in any event, not later than 48 hours (excluding Saturdays,
Sundays and holidays) prior to the time set for the Meeting or any adjournment thereof. Completed proxies may also
be deposited with the Chair of the Meeting prior to xt§ commencement.

All Common Shares or Mexgold Options represen*ed by a properly executed and deposited proxy will be voted or
withheld from voting on the matters identified in the Notice of Meeting in accordance with the instructions of the

Securityholder as specified in the relevant form of plﬁoxy.

The persons named in the enclosed forms of proxy

If you have appointed a person who was desig%)ated by Mexgold to vote on your behalf as provided in the
enclosed form of proxy and you do not provide any instructions concerning any matter identified in the Notice of
Meeting, the Common Shares or Mexgold Options represented by such proxy will be voted FOR the

Arrangement Resolution.

The enclosed form of proxy, when properly signed,
vote on any amendment to matters identified in the

the Meeting. Management is not aware of any s
Meeting, the proxies will be voted at the discretion o

confers discretionary authority on the person or persons named to
Notice of Meeting and on any other matter properly coming before
uch matter; however, if such matter properly comes before the

f the person or persons named therein.

Revocability of Proxies |
A Securityholder executing the enclosed forms of }‘)roxy has the right to revoke it at any time before it is exercised.
Relevant provisions of the OBCA provide that a Ehareholder may revoke a proxy by depositing an instrument in
writing, executed by the shareholder or by an attor‘hey authorized in writing, at, or by transmitting, by telephonic or
electronic means or any other manner permitted by law, a revocation to, the registered office of Mexgold at any time up
to and including the last business day preceding thé} day of the Meeting, or any adjournment thereof, or by depositing
such instrument with the Chair of the Meeting or the day of the Meeting but prior to the commencement of the
Meeting, or any adjournment thereof, or in any other manner permitted by law. Optionholders may revoke proxies
previously submitted in the same manner. ‘

. . Lo . . . . .
A Beneficial Shareholder who wishes to revoke vot“mg instructions previously given to its nominee should follow the
signing and return instructions of your nominee. The revocation of voting instructions should be made sufficiently in

advance of the Meeting to permit the nominee to re :oke any proxy given by it in accordance with the proxy revocation
procedure described in the previous paragraph. ]

|
Voting Shares and Principal Shareholders ‘

The authorized capital of Mexgold consists of an uh]imited number of Common Shares. As of June 28, 2006, there
were 60,203,901 Common Shares outstanding. Each Common Share carries the right to one (1) vote on any matter
properly-coming before the Meeting. A quorum for ? meeting of shareholders is two (2) persons present and authorized
to vote. i
=xgold, the only person or company that beneficially owns, directly
n excess of 10% of the outstanding Common Shares is as set out in

To the knowledge of the directors and officers of M
or indirectly, or exercises control or direction over, i
the following table.




Number of Common Shares

) Beneficially bwned, Controlled or Directed

Name of Beneficial Owner" Percentage of Class"”

Gammon Lake Resources Inc. i

13,850,000 23%
) Calculated on the basis of 60,203,901 Common Shares outstanding.
|
INTEREST OF MANAGEMENT IN MATTERS TO BE ACTED UPON
|

In considering the recommendation of the Board |of Directors to vote in favour of the Arrangement Resolution,
Securityholders should be aware that certain directors and officers of Mexgold have an interest in the Arrangement.
The following table sets out the directors and ofﬁcer‘:s of Mexgold who are also directors or officers of Gammon Lake,
the number of Common Shares and Mexgold Options beneficially owned by them, directly or indirectly, and the

number of Gammon Lake Common Shares and Gammon Lake Options they expect to receive as a result of the

Arrangement. No director or officer of Mexgold hol

::is any Mexgold Warrants or Gammon Lake Warrants.

‘\‘ Number of
| Number of Gammon Lake
| Common Shares Commeon Shares
| and/or Mexgold and/or Gammon
Name of Interested | Position with Pos“ition with Options Beneficially | Lake Options to be
Person Mexgold Gammon Lake Owned"" Received”
Bradley H. Langille President and Chil‘ef Executive 450,000 Common 211,500 Gammon
‘ Director Officer and Director | Shares Lake Common
‘ Shares
?; 1,700,000 Mexgold 799,000 Gammon
i Options Lake Options
Colin P. Sutherland Chief Financial Chi;f Financial 150,000 Mexgold 70,500 Gammon
Officer and Director Off}cer and Director | Options Lake Options
Dale M. Hendrick Director Director 6,000 Common 2,820 Gammon Lake
| Shares Common Shares
|
) Based upon information provided by the directors and officers.

I
The above-named persons have advised the Boaréi of Directors of their connection to Gammon Lake and their

| B . . .
consequent interest in the Arrangement and have abstained from voting at the meeting of the Board of Directors to

approve the Arrangement and to recommend that thc}% Securityholders approve the Arrangement Resolution. Except as
set out in this Circular, management of Mexgold 1s unaware of any material interest of any director or officer of
Mexgold, or any associate or affiliate of any such individual or of Mexgold, in any of the matters to be acted upon at
the Meeting. Except as otherwise described in this Circular, there are no agreements or arrangements between
Mexgold and any director, officer or employee of M‘c‘*xgold and its subsidiaries in respect of the Arrangement.




THE iARRANGEMENT

General il
I
i
The purpose of the Arrangement is to combine Mexgold with Gammon Lake such that Mexgold will become a wholly-
owned subsidiary of Gammon Lake. The managerr‘:lent of both companies believes that the combination will create a

new intermediate gold-silver company with increased market capitalization with a resulting increase in trading

liquidity, gold and silver production, mineral resources, financial strength, and an attractive portfolio of exploration

propertiés. “
|

The Arrangement will be effected by way of a plan:i of arrangement pursuant to Section 182 of the OBCA. Under the

Arrangement, all issued and outstanding Common Shares and Mexgold Options (other than Common Shares held by
Gammon Lake) will be deemed transferred to Gatmon Lake in exchange for Gammon Lake Common Shares and
Gammon Lake Options on the basis of 0.47 Gammon Lake Common Shares for each Common Share (rounded up if the
fractional interest is 0.5 or more, and rounded dow‘évn if the fractional interest is less than 0.5), and Gammon Lake

Options exercisable for that number of Gammon Lake Common Shares that is equal to the number of Common Shares
that would otherwise have been issuable upon the exercise of the Mexgold Options multiplied by 0.47 (rounded down
to the nearest whole Gammon Lake Common Shar") at an exercise price per Gammon Lake Common Share equal to
the exercise price of the applicable Mexgold Option|divided by 0.47. The Arrangement is subject to a number of terms

and conditions described below under “Details of the Arrangement Agreement”.

The Mexgold Warrants contain standard adjustme‘:nt provisions as a result of which, upon the completion of the
Arrangement, each Mexgold Warrant will entitle it$ holder to acquire 0.47 Gammon Lake Common Shares for every
Mexgold Common Share that would otherwise have been issuable upon the exercise of the Mexgold Warrants, at an
exercise price per Gammon Lake Common Share equal to the exercise price of the Mexgold Warrants divided by 0.47.
Accordingly, Mexgold Warrants are not included|in the Arrangement. As of June 28, 2006 there were 396,000
Mexgold Warrants outstanding, all of which were held by BMO Nesbitt Burns Inc.

Upon completion of the Arrangement, former shareholders of Mexgold (other than Gammon Lake) are expected to own
approximately 22% of the issued and outstanding common shares of Gammon Lake on a non-diluted basis.

The Arrangement Resolution must be approved by a‘t least 66 2/3% of the votes cast at the Meeting by the Shareholders
and the Optionholders present in person or represeﬂ‘ted by proxy at the Meeting voting together as a single class, with
Optionholders having one vote for each common share they would be entitled to have issued to them if their stock
options were fully exercised. Since the Arrangeme‘t%lt is a “business combination” and a “related party transaction” for

Mexgold under Rule 61-501, (a) the Arrangement must also be approved by a majority of the votes cast at the Meeting
by holders of Mexgold Common Shares other than“ Gammon Lake and certain persons related to Gammon Lake (see
“Approvals and Recommendations - Required App‘rovals”, below); and (b) Mexgold has obtained a valuation of the
Common Shares and the consideration to be receiv}éd by the Sharcholders under the Arrangement. Mexgold has also
obtained a faimess opinion regarding the consideration to be received by the Shareholders under the Arrangement (see
“Valuation and Fairness Opinion”, below). A coj y of the Valuation and of the Faimess Opinion is enclosed as
Schedule C to the Circular. |

Management of Gammon Lake have prepared the P}ro Forma Financial Statements to show the financial effects of the
proposed combination (see “Selected Consolidated Pro Forma Financial Information”). Gammon Lake’s auditors,
KPMG LLP, have prepared a compilation report for the Pro Forma Financial Statements. The Pro Forma Financial
Statements are attached to this Circular as Schedule G.

|
Additional information on regulatory and tax considerations relating to the Arrangement is provided under
“Qualification and Resale of Gammon Lake Comm‘jon Shares”, “Canadian Federal Income Tax Considerations”, “U.S.
Federal Income Tax Considerations” and “Mexicz‘in Federal Income Tax Considerations”, below. Information on
Gammon Lake is provided in Schedule H - “Information Concerning Gammon Lake”.
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Both Mexgold and Gammon Lake have been actr\‘

e in the exploration and development of gold and silver mineral
|

properties in Mexico. The purpose of the Arrangement is to facilitate the acquisition by Gammon Lake of all of the
outstanding securities of Mexgold such that Mexgold will become a wholly-owned subsidiary. of Gammon Lake. It is

expected that the combined entity will be better a

processing businesses than either of its predece‘
advantages:

e Increased Market Capitalization: The Arrange

increased market capitalization, which will enh

increased trading liquidity.

ble to compete in the capital intensive global mining and metal
ssors. The Arrangement is expected to provide the following

ment will create a new intermediate gold-silver company with an
ance its ability to compete for mineral projects and will result in

e  Enhanced Production. The combined entity w111 have interests in two producing properties with estimated annual
production of more than 400,000 gold equnvalent ounces (235,600 ounces of gold and 10,500,000 ounces of

silver), and be free of hedging. ‘

Decreased Dependence on Single Asset: Havx‘ng interests in more than one producing property will mitigate the
operational risks inherent in a single-mine comp‘any

Low Cash Cost: The combined entity is expected to have cash costs of well below US$200 per gold equivalent

ounce. ‘
|

Increased Mineral Resources: Based on current estimates, the combined entity will have measured and indicated
resources of more than 6.0-million gold equlva]ent ounces (3.5-million ounces of gold and 165-million ounces of

silver) and additional inferred resources of more than 9.0 million gold equivalent ounces (4.9-million ounces of

gold and 249-million ounces of silver). Inclu&ed within the measured and indicated resources are proven and
probable reserves of more than 5.0-million gold equivalent ounces (2.8-million ounces of gold and 137-million
ounces of silver). (Note that Mexgold and Gamthon Lake use slightly different gold / silver ratios when calculating

gold equivalent ounces. For the estimate of the mineral resources and reserves of Gammon Lake, please refer to

section 3.8 of Gammon Lake’s annual inforr‘nation form dated March 31, 2006 for the five months ended

December 31, 2006. For the estimate of the mineral resources and reserves of Mexgold, please refer to the tables

set out under “Mineral Properties - El Cubo and Las Torres Gold-Silver Mines - Mineral Resources and Mineral

Reserves” and “Mineral Properties - Guadalupe

'y Calvo - Mineral Resources and Mineral Reserves” in Schedule I

- Information Concerning Mexgold Resources Inc.).

e Growth Potential: The combined entity will hav

o  Retained Leverage to Mexgold Assets: Share
following the Arrangement, in addition to havin
through their ownership of Gammon Lake Com

|
;e an attractive exploration land package.
1olders will continue to participate in Mexgold's existing assets

g an opportunity to participate in Gammon Lake’s Ocampo project,
mon Shares.

e Financial Strength: The combined entity w1ll be well positioned for internal growth and to accelerate the

exploration and development of its exploration :
take advantage of acquisition and consolidation

Effective Date

and development properties, and will have the financial strength to
\‘opportunmes

|
Mexgold and Gammon Lake will determine the Effective Date based on their determination of when all conditions to

the completion of the Arrangement are satisfied o

waived by the party entitled to the benefit thereof in accordance

with the Arrangement Agreement, including the approval of the Arrangement by the Securityholders and Minority
Shareholders at the Meeting, receipt of regulatory approvals and the issuing of the Final Order. Notice of the actual

Effective Date will be given to Shareholders through a press release when all conditions to the Arrangement have been
met or waived and the Board of Directors is of t}”le view that all elements of the Arrangement will be completed.

Management of Mexgold currently anticipates that the Effective Date will be August 4, 2006.




\
Background to the Arrangement and Special Committee Deliberations
In December 2002, Gammon Lake acquired 5,000 qpo Common Shares of Mexgold for a purchase price of $500,000.

Subsequent to this investment, Mexgold completed a reverse take-over transaction whereupon its common shares were
listed for trading on the TSX Venture Exchange under the trading symbol, "MGR". As a result of these transactions,
Gammon Lake held 25% of the issued and outstaﬁdmg Common Shares. Pursuant to an agreement with Mexgold,
Gammon Lake agreed to hold these shares until L\ugust 20, 2009, and, subject to certain exceptions, not to sell,
transfer, assign, pledge, encumber, grant a secunty interest in or otherwise convey these shares, directly, 1nd1rectly or
beneficially, prior to that time without the prior written consent of Mexgold.

On February 26, 2004, to maintain its 25% interest m Mexgold Gammon Lake acquired 5,900,000 million subscription
receipts of Mexgold for a total investment of $11, 800 000, as part of a private placement by Mexgold of 22,500,000
subscription receipts for gross proceeds of $45,000 POO The private placement was done to finance the acquisition by
Mexgold of the El Cubo gold-silver mine in Guanajuato State, Mexico. The acquisition was completed on March 15,

2004, and the subscription receipts held by Gampon Lake were converted into 5,900,000 Common Shares and
2,950,000 warrants of Mexgold. [

On February 26, 2006, Gammon Lake acquired ar\l additional 2,950,000 Common Shares upon the exercise of the
2,950,000 Mexgold warrants it held, at a total exer:clse price of $7,375,000. Gammon Lake currently owns a total of
13,850,000 Common Shares representing approx1rqately 23% of Mexgold's issued and outstanding shares on a non-

diluted basis. ‘

Mexgold and Gammon Lake have certain common‘ directors and officers and share head office premises and other
general and administrative expenses. In particular, \Mexgold and Gammon Lake share the same senior management:
Bradley H. Langille is President of Mexgold and Chxef Executive Officer of Gammon Lake, and Collin P. Sutherland is
the Chief Financial Officer of both companies. Three members of the board of directors of Mexgold, Messrs. Langille

and Sutherland and Dale M. Hendrick, are also dlrec‘;tors of Gammon Lake.

Preliminary discussions regarding a possible businegs combination involving Gammon Lake and Mexgold began in the

autumn of 2005, when Fred George, Chairman and Pre&dent of Gammon Lake, and Mr. Langille began to consider the

merits of combining Gammon Lake and MexgoldH to create an intermediate gold-silver producer. Based on these
preliminary discussions, the concept of a business combination was determined to be worthy of further consideration

and Gammon Lake advised Mexgold that it was ‘conmdenng making a proposal to Mexgold to combine the two

companies. ;‘

On November 28, 2005, the Board of Directors ap“pointed the Special Committee to review, and give advice to the

Board of Directors with respect to, a potential combination of Gammon Lake and Mexgold. The Spec1al Committee
was comprised of Glen Holmes, as Chair, James Awkar and Donald Flemming, each of whom is an independent
director within the meaning of Rule 61-501. The Spgmal Committee was authorized to negotiate any proposal received
from Gammon Lake on behalf of Mexgold and determine whether the Arrangement is in the best interests of Mexgold,
and to advise the Board of Directors of its determination. The Special Committee was also authorized to make such
recommendations to the Board of Directors with r”espect to the Arrangement as the Special Committee considered
necessary or appropriate, to review and comment upﬂ)n all documents prepared in connection with the Arrangement and
if the Arrangement was approved, to oversee the imlujlementation of the Arrangement. The Special Committee was also

authorized to engage such legal counsel and ﬁnancia;l and other advisors as it considered appropriate.
1 \

In January 2006, the Special Committee, in consultation with the management of Mexgold, determined that it would be
appropriate to retain a technical consultant to provide support to the Special Committee and its financial advisor. On
January 25, 2006, the Special Committee considered a proposal from L.R. Kilpatrick Associates Inc. to provide a
technical update on Mexgold’s mineral projects to the Special Committee and considered the selection of appropriate
independent legal counsel. The Special Committee also considered the potential synergies and the merits of a
combination of Mexgold and Gammon Lake. i

On January 30, 2006, the Special Committee met vi‘/ith Cassels Brock and determined that Cassels Brock would be a
qualified and independent legal counsel to assist t Hhe Special Committee in discharging its responsibilities and to
provide the Special Committee with advice concerning its duties and the conduct of its affairs. After discussion,
including a review of the qualifications of Cassels Brock the Special Committee approved the appointment of Cassels

I
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Brock as independent legal counsel. Cassels BrotH,k advised the Special Committee that the Arrangement would
constitute a "business combination” and a "related Rarty transaction"” for the purposes of Rule 61-501. Cassels Brock
proceeded to advise the Special Committee on its roles and responsibilities in supervising the preparatlon of a formal

valuation and negotiating, reviewing and making recommendatlons to the Board of Directors in connection with a
potential transaction with Gammon Lake. In accordance with Rule 61-501, the Special Committee determined that it
would supervise and oversee the preparation of a fo”rmal valuation of the Common Shares and the consideration to be
received by the Shareholders under the Arrangement As required by Rule 61-501, the Arrangement would be subject
to approval by a majority of the votes cast at the Meeting by Minority Shareholders. The Special Committee began
consideration of potential independent financial advisors and resolved to retain L.R. Kilpatrick Associates Inc. to

conduct a technical update on the El Cubo gold-silvé} mine and the Guadalupe y Calvo project;

In February and March 2006, the members of the Sy

proposals from independent financial advisors.

On March 17, 2006, the Special Committee receiv
Associates Inc. on the El Cubo gold-silver mine an

considered potential synergies of a combination with

On April 7, 2006, the Special Committee determ

pecial Committee and its representatives considered and evaluated
|

ed a verbal report to the Special Committee from L.R. Kilpatrick
d the Guadalupe y Calvo project. The Special Committee further
Gammon Lake.

:ned it was appropriate to provide the report of L.R. Kilpatrick

Associates Inc. to its financial advisor and discussed 1the terms of the engagement of TD Securities.

| -
On March 16, 2006, the Special Committee engaged TD Securities to provide the Valuation and Fairness Opinion. The
Special Committee, based in part on representations made to it by TD Securities, concluded that TD Securities was
independent of Gammon Lake and qualified as an in;dependent valuator for the purposes of Rule 61-501.
|
| TD Securities and discussed the process of the preparation of the
of April 24, 2006, representatives of TD Securities conducted site
‘upe y Calvo project.

On April 21, 2006, the Special Committee met with
Valuation and Fairness Opinion. During the week
visits to the El Cubo gold-silver mine and the Guada

On May 4, 2006, the Special Committee received a# preliminary report from TD Securities on a preliminary range of
values of the Common Shares and reviewed with TD Securities observations of TD Securities from site visits to the El
Cubo gold-silver mine and the Guadalupe y Calvo p“roject. The members of the Special Commiittee discussed with TD
Securities its methodologies and the assumptions and projections underlying certain of its analysis. After that meeting,

the Special Committee, TD Securities and Cassels prock met with the management of Gammon Lake and Gammon
Lake's legal and financial advisors to discuss Garﬁ]mon Lake's initial proposals for the business combination. The
meeting was terminated without any agreement having been reached.

I

During the week of May 22, 2006, representatives of TD Securities conducted a site visit of Gammon Lake’s Ocampo
development project in Mexico.

On May 18, 2006, the Special Committee met wi
Valuation. TD Securities indicated that the addition:

Common Shares provided to the Special Committee!

h TD Securities and Cassels Brock to receive an update on the
al work generally confirmed the preliminary range of values of the

: TD Securities also provided its preliminary analysis of the range

of values for the consideration to be received by the Shareholders (other than Gammon Lake). After that meeting, the
Special Committee, TD Securities and Cassels Broc‘k met with the management of Gammon Lake and Gammon Lake's

legal and financial advisors to discuss the proposed
any agreement having been reached.

Between May 18 and May 26, 2006, the members o

on several occasions and exchanged drafts of the Pre

On May‘26, 2006, Mexgold and Gammon Lake rea

ibusiness combination. Again, the meeting was terminated without

|
Jf the Special Committee and their representatives held discussions
-Arrangement Agreement.

ached agreement on the basic terms and conditions, other than the

Exchange Ratio, which would form the basis for thf: Pre-Arrangement Agreement. The Special Committee met with
TD Securities and Cassels Brock to receive an update on the Valuation and to discuss the terms of the Pre-Arrangement
Agreement. Between May 26 and 28, the terms of the Pre-Arrangement Agreement were negotiated by Mexgold and

Gammon Lake.
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On May 28, 2006, the Special Committee met to an51der the Pre-Arrangement Agreement. The Special Committee
considered whether any alternative transactions were likely available to Mexgold in light of the ownership position of
Gammon Lake in Mexgold, the common management of both companies and the intention of Gammon Lake to effect a

business combination of the two companies. At the \equest of the Special Committee, TD Securities verbally delivered
the Valuation and Faimmess Opinion.  Based upon and subject to the assumptions, limitations, analyses and other
matters set forth in the Valuation and Fairness Opmlon TD Securities concluded that, as of May 28, 2006, the fair
market value of a Common Share is in the range of $6.50 to $8.00 and that the market trading value of the

consideration of 0.47 of a Gammon Lake Common Share for each Common Share is in the range of $6.75 to $8.25 per
Common Share. Based upon and subject to the as‘sumptions limitations, analyses and other matters set forth in the
Valuation and Fairness Opinion, TD Securities conc‘l‘uded that, as of May 28, 2006, the consideration to be received by
the Shareholders (other than Gammon Lake) in connection with the Arrangement is fair, from a financial point of view,
to such Shareholders. TD Securities subsequently}l confirmed the Valuation and Fairness Opinion to the Special
Committee in writing, the content of which is included in the letter attached as Schedule C to this Circular. Based on

such advice and its review of other relevant factorsH the Special Committee concluded that the Arrangement is fair to

the Shareholders (other than Gammon Lake) and is in the best interests of Mexgold. Accordingly, the Special
Committee recommended that the Board of Dlrecto‘rs approve the Arrangement and recommend that the Shareholders
vote in favour of the Arrangement Resolution at thje Meeting. On May 28, 2006, the Board of Directors received a
report from the Special Committee. Messrs. Langrllé Sutherland and Hendrick advised the Board of Directors of their
interest in the Arrangement and abstained from votmg in respect of the Arrangement. The Board of Directors then
unanimously approved the execution of the Pre- Arrz”mgement Agreement and recommended that Shareholders vote for

the Arrangement Resolution at the Meeting. 1
|

On May 28, 2006, Mexgold and Gammon Lake en‘ft,ered into the Pre-Arrangement Agreement and on May 29, 2006,
Mexgold and Gammon Lake publicly announced the proposed Arrangement by a joint press release.

‘ |
From May 29, 2006 to June 22, 2006, Mexgold conducted confirmatory legal due diligence of Gammon Lake. From
June 13, 2006 to June 22, 2006, Gammon Lake, Mexgold, the Special Committee and their respective legal advisors

negotiated the terms and exchanged drafts of the Arr}iangement Agreement and the Plan of Arrangement.

On June 22, 2006, the Special Committee recorr;ilmended that the Board of Directors approve the Arrangement
Agreement and affirmed its recommendation that the Shareholders vote in favour of the Arrangement Resolution at the
Meeting. Also on June 22, 2006, the Board of Directors unanimously approved the Arrangement Agreement and

affirmed its recommendation that the Shareholders vote in favour of the Arrangement Resolution at the Meeting.

|
On June 22, 2006, Mexgold and Gammon Lake %xecuted the Arrangement Agreement and issued a press release
announcing the execution. A summary of the key térms of the Arrangement Agreement is provided under "Details of
the Agreement" below. A copy of the Arrangement Agreement is attached hereto as Schedule B.

\
On June 27, 2006 Mexgold obtained the Interim Order from the Court directing Mexgold to call a meeting of the
Shareholders and the Optionholders to approve the Arrangement, to send this Circular to the Shareholders and the
Optionholders, and to grant to the Shareholders a nght to dissent in respect of the Arrangement Resolution and to be
paid the fair value of their Common Shares identical to the dissent right provided under section 185 of the OBCA. See
"Rights of Dissent". i

‘41
Special Committee Review |
u
During the course of its deliberations and in arfiving at its recommendation, the Special Committee reviewed,
considered and discussed numerous factors in connection with the proposed Arrangement, including but not limited to:

(a) information concerning the business, operations, property, assets, financial condition, operating
results and prospects of each of M\exgold and Gammon Lake;

|

(b) historical information regarding tl"

Lake Common Shares; |
|

e trading prices and volumes of the Common Shares and Gammon

(c) historical information and industry} forecasts regarding the prices and price trends of gold and silver;




(d)
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current and prospective industry, economic and market conditions and trends affecting Mexgold and
Gammon Lake; |
the Valuation and Fairness Opinic‘n, which concluded that, as of May 28, 2006, (i) the fair market
value of a Common Share is in thle range of $6.50 to $8.00 and that the market trading value of the
consideration of 0.47 of a Gammo‘\n Lake Common Share for each Common Share is in the range of
$6.75 to $8.25 per Common Share, and (ii) the consideration to be received by the Shareholders
(other than Gammon Lake) in cannection with the Arrangement is fair, from a financial point of
view, to such Shareholders; ‘i
1
the expected benefits of the Anang‘ement;

the elements of the transaction that/provide protection to the Shareholders;

| .
the risks associated with the completion of the Arrangement, and the risks associated with not
completing the Arrangement; \
the terms of the Arrangement iti‘nplied a value of $7.49 per Common Share to Shareholders,
representing a 21% premium, in b;pth cases based on the 20-day volume weighted average prices of
Gammon Lake and Mexgold common shares on the Toronto Stock Exchange and TSX Venture
Exchange, respectively, for the period ending May 26, 2006 (the last trading day before the
Arrangement was announced), and\; an implied value of $6.67 per Common Share, representing a 17%
premium, in both cases based on the closing prices on May 26, 2006;

|

Gammon Lake Common Shares have greater liquidity than do the Common Shares;

given the significance of Gammon Lake’s shareholding position in Mexgold, the likelihood of an
alternative transaction materializing which would enable the Minority Shareholders to selt all of their
Common Shares at a substantial premium;

the terms and conditions of the A‘Tangement Agreement, particularly the absence of a break fee or
termination fee other than the reimbursement of expenses, do not prevent or unreasonably deter an
unsolicited third party from proposing or making, and the Board of Directors from accepting, a
Superior Proposal, provided that M;exgold complies with the terms of the Arrangement Agreement;

|
ownership of Gammon Lake Comr;;non Shares acquired under the Arrangement will provide Minority
Shareholders with the opportunity for continued participation in the business of Mexgold, while at the
same time enjoying diversiﬁcation“of their investment by participation in Gammon Lake’s business;

for Canadian federal income tax ;ﬂurposes, Shareholders who hold their Common Shares as capital
property generally will be able t‘f) exchange their Common Shares for Gammon Lake Common

Shares under the Arrangement on a tax-deferred basis under the ITA (see “Canadian Federal Income
Tax Considerations™);

|
¥
the combined entity which results|from the Arrangement would have significantly greater financial
and business resources, which may provide it with greater prospects for future growth than those of
Mexgold alone; and 3

the combined entity may be able tg achieve operational synergies.
1 p g

In its review of the proposed terms of the Arrangement, the Special Committee also noted a number of elements of the

transaction that provide protection to the Shareholders:

(a)

the Arrangement must be approvlsd by at least 66 2/3% of the votes cast at the Meeting by the
Shareholders and the Optionho]deﬁs present in person or represented by proxy at the Meeting voting
together as a single class, with Optionholders having one vote for each common share they would be

entitled to have issued to them if their stock options were fully exercised,;

|



(®)
the Minority Shareholders;
(©) the Arrangement will only becom
i to appear before it, the Court dete
Gammon Lake); and
(d) Shareholders will be granted the ri

value of their Common Shares.

The foregoing discussion of the information and fac
intended' to be exhaustive but is believed to mclu

addition, in reaching its determination, the Special

foregoing factors which were considered, and indivi
weights to different factors. The members of the|

unanimous in their recommendation to the Board of
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pursuant to Rule 61-501, the Arrajﬁgement must also be approved by a majority of the votes cast by

e effective if, after hearing from all interested persons who choose
rmines that the Arrangement is fair to the Shareholders (other than

i
‘g ht to dissent with respect to the Arrangement and be paid the fair
\
|

tors considered and given weight by the Special Committee is not
de all material factors considered by the Special Committee. In
“Commrctee did not assign any relative or specific weights to the
‘dual members of the Special Committee may have given different
' Special Committee in attendance at the relevant meeting were

Directors.

OF THE BOARD OF DIRECTORS

After considering the report of the Special Committ“ee and the Valuation and Fairmess Opinion, the Board of Directors
adopted the Special Committee's recommendation, concluded that the Arrangement is in the best interests of Mexgold
and is fair to the Shareholders (other than GammomLake) and authorized the entry by Mexgold into the Arrangement
Agreement and all related agreements. Messrs. La{lgﬂle Sutherland and Hendrick advised the Board of Directors of
their interest in the Arrangement and abstained from voting in respect of the Arrangement. The Board of Directors
has unanimously approved the Arrangement Agreement and the Plan of Arrangement and unanimously
recommends that the Mexgold Shareholders vote ;FOR the Arrangement Resolution at the Meeting.

In reaching its conclusions and formulating its reeommendations the Board of Directors considered a number of
factors, including the recommendation of the Special Committee, the Valuation and Fairmess Opinion, the expected
benefits of the Arrangement, the risks associated w1th completing the Arrangement as well as the factors listed above
considered by the Special Committee. H

The discussion of the information and factors considered and given weight by the Board of Directors is not intended to
be exhaustive, but is believed to include all mater‘l‘al factors considered by the Board of Directors. In reaching the
determination to approve and recommend the Arrangement Resolution, the Board of Directors did not assign any
relative or specific weight to the factors that were‘ considered, and individual directors may have given a different

weight to each factor. “
‘\

DETAILS OF THE ‘ARRANGEMENT AGREEMENT
|

j‘liﬁed in its entirety by reference to the full text of the Arrangement

‘included as Schedule 1 to the Arrangement Agreement, a copy of

\
} as an arrangement as contemplated in Section 182 of the OBCA,
ter the other:

The following description of the Arrangement is qua
Agreement and the Plan of Arrangement, which is
which is attached as Schedule B to this Circular.

On the Effective Date, the following steps will occu
beginning at the Effective Time, one immediately aft

(@

Each issued and outstanding Common Share (other than Common Shares held by Dissenting
Shareholders or Gammon Lake) Wl]l be exchanged for Gammon Lake Common Shares on the basis
of 0.47 Gammon Lake Common Shares for each Common Share held and each such Common Share
will thereafter be irrevocably traﬁsfened to Gammon Lake; provided, however, that no fractional
Gammon Lake Common Shares w111 be issued to any Shareholder and the number of Gammon Lake
Common Shares issuable to each Shareholder on the completion of the Arrangement will be rounded
up (if the fractional interest is O.S{or more) or down (if the fractional interest is less than 0.5) to the
nearest whole number of Gammon Lake Common Shares.

\
|
|
|
|
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(b) Each Common Share held by a Di‘ésenting Shareholder will be deemed to be transferred to Mexgold
and will be immediately cancelled,“ and such Dissenting Sharcholder will cease to have any rights as a
Shareholder other than the right to be paid the fair value of his or her Common Shares. See “Rights
of Dissent”, H

©) Each outstanding Mexgold Optior% will be exchanged for a Gammon Lake Option and the Mexgold
Option will be cancelled, with ez‘jtch Gammon Lake Option being exercisable for that number of
Gammon Lake Common Shares that is equal to the number of Common Shares that would otherwise
have been issuable upon the exercise of the Mexgold Option multiplied by 0.47 (rounded down to the
nearest whole Gammon Lake Common Share) at an exercise price per Gammon Lake Common Share
equal to the exercise price of the| applicable Mexgold Option divided by 0.47, provided that such
Gammon Lake Option will expire “on the date on which the respective Mexgold Option was to expire
pursuant to its terms. |
I
Conditions Precedent to the Arrangement

Mutual Conditions Precedent :J

The Arrangement Agreement provides that the obligations of both parties to complete the Arrangement are subject to
the fulfillment or waiver of customary conditions relating to all necessary Securityholder, Minority Shareholder,
regulatory and other approvals of or consents to the !An*angement and other matters, as well as the conditions that: (a)
the Final Order shall have been granted in form and|substance satisfactory to Gammon Lake and Mexgold, each acting
reasonably, and shall not have been set aside or modified in a manner unacceptable to Gammon Lake or Mexgold, each
acting reasonably, on appeal or otherwise; (b) the Ei‘ffective Date shall have occurred on or before August 11, 2006, or
such other time as the parties may agree on; (c) aﬁticles of arrangement in prescribed form and in form and content
acceptable to Gammon Lake and Mexgold, each acting reasonably, shall have been filed with the Director and a
certificate of arrangement issued by the Director on lor before August 11, 2006; (d) there shall not be in force any law,
ruling, order or decree, and there shall not have beeh any action taken under any law or by any governmental entity or
other regulatory authority, that makes it illegal or jotherwise directly or indirectly restrains, enjoins or prohibits the
consummation of the Arrangement in accordance with the Arrangement Agreement or results or could reasonably be
expected to result in a judgment, order, decree or assessment of damages, directly or indirectly, relating to the
Arrangement which has, or could reasonably be e‘v‘(pected to have, a Material Adverse Effect on Gammon Lake or
Mexgold; (e) the Shareholders shall have approved, in accordance with applicable laws (including Rule 61-501), the
Arrangement and approved or consented to such other matters as either Gammon Lake or Mexgold, acting reasonably,
shall consider necessary or desirable in connection with the Arrangement in the manner required thereby; (f) the
Gammon Lake Common Shares issuable pursuant to the Arrangement and the Gammon Lake Common Shares issuable
on exercise of the Gammon Lake Options shall have been conditionally approved for listing on the TSX subject to the
filing of required documentation, the TSXV shall have approved the Arrangement and all other related transactions in
relation to Mexgold subject only to compliance with the standard requirements of the TSXV, any required prospectus
exemptions shall have been obtained, and such [Gammon Lake Common Shares shall not be subject to resale
restrictions in Canada other than in respect of contr(\l persons or subject to requirements of general application; and (g)
the Gammon Lake Common Shares to be issued 11H1 the United States pursuant to the Arrangement are exempt from
registration requirements under Section 3(a)(10) of the 1933 Act and the Gammon Lake Common Shares to be
distributed in the United States pursuant to the Arrjéngement are not subject to resale restrictions in the United States
under the 1933 Act, (other than sales by afﬁliat;és in the United States and subject to requirements of general
application or as may be prescribed by Rule 144 and Rule 145 under the 1933 Act).

Several Conditions Precedent

The Arrangement Agreement provides that the obli‘gation of each party to complete the Arrangement is subject to the
fulfillment or waiver by the other party of customa%'y conditions relating to compliance with covenants, the continued
accuracy of representations and warranties and the absence of material adverse changes on or before the Effective Date,

or such other time as the parties may agree on. 1
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Additional Conditions Precedent to the Obligations oVGammon Lake

;
The obligations of Gammon Lake to complete the ti%ansactions contemplated by the Arrangement Agreement are also
subject to the fulfilment, or waiver by Gammon Lake, on or before the Effective Date, of customary conditions,
including that: (a) the Board of Directors shall ha\};e unanimously recommended to the Shareholders to approve the
Arrangement and shall not have withdrawn or adversely changed its recommendation; and (b) the holders of not more
than 5% of the issued and outstanding Common Shares (other than Common Shares held by Gammon Lake and
officers and directors of Gammon Lake) shall have“ exercised, and not withdrawn, rights of dissent in relation to the
Arrangement at the time of the vote on the Arrangement Resolution.

Additional Conditions Precedent to the Obligations of Mexgold
\

The obligations of Mexgold to complete the transactlons contemplated by the Arrangement Agreement are also subject
to the fulfilment, or waiver by Mexgold, on or before the Effective Date, of customary conditions, including that the
directors of Gammon Lake shall have adopted all n‘ecessary resolutions and all other necessary corporate action shall
have been taken by Gammon Lake to permit the consummation of the Arrangement.

‘ i
Covenants

In connection with implementing the Arrangement\ Agreement, each of Mexgold and Gammon Lake has provided
certain customary covenants to the other party 1ncludmg (a) to conduct and operate their respective business and
affairs only in the ordinary course of business and con51stent with past practice and in accordance with applicable laws;
(b) not to make any decision which could be matena] to the business of the party and/or any subsidiary or which could
reasonably be expected to have a Material Adverse Effect {c) not to issue additional securities except pursuant to their
respective stock option plans, make changes in the1r respectlve share capital, make any material acquisitions or
dispositions, relinquish or modify material contractual rights, incur indebtedness or commit to provide guarantees, enter
into or modify remuneration or benefit arrangementsw for directors, officers, employees or consultants; and (d) to take in
a timely manner all necessary actions in order to enaple them to participate in and effect the Arrangement and to use all
commercially reasonable efforts to satisfy the conditions precedent to the obligations of the other party and to take all
other actions and do all other things necessary under"applicable laws to complete the Arrangement.

H
Mexgold has also agreed to use all reasonable efforts to cause all such directors and officers of Mexgold who will not
be retained, if any, to resign and sign releases in favour of Mexgold concurrently with the completion of the
Arrangement. I

Covenants of Gammon Lake

Gammon Lake has agreed in the Arrangement Agreement among other things, to use its commercially reasonable
efforts to obtain acceptance of the TSX and the AMEX for the listing on those stock exchanges of the Gammon Lake
Common Shares to be issued to the Shareholders ‘:under the Arrangement, and to ensure that such Gammon Lake
Common Shares are not subject to any statutory hald period in Canada (subject only to restrictions on control block

distributions) under applicable Canadian securities laws.

‘\
Covenants of Mexgold ‘

h
Mexgold has agreed in the Arrangement Agreement that it will, among other things, subject to the fiduciary duties of
the Board of Directors, recommend to the Shareholders and the Minority Shareholders that they approve the
Arrangement and solicit proxies to that effect. U
|

Representations and Warranties |

The Arrangement Agreement contains representations and warranties of each Party relating to matters that include,
among others: incorporation and existence of the Party and its subsidiaries; ownership of the subsidiaries; capacity to
carry on business; authorized and issued share capital and rights to acquire shares; accuracy of financial statements,
public disclosure documents and minute books a}ld corporate records; authority to enter into the Arrangement

Agreement; absence of certain changes or events;|tax matters; litigation matters; environmental matters; reporting
|
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|
issuer status; stock exchange listing status; compl!ﬁance with laws and absence of investigations; title to material
properties; estimates of mineral resources and Teserves; and possession of necessary permits and licences.

The Arrangement Agreement also contains representi[ations and warranties of Gammon Lake relating to: accuracy of the
information supplied by Gammon Lake for the Circular; ownership of Common Shares by Gammon Lake; ownership
of Common Shares and Mexgold Options by insiders of Gammon Lake; and valid issuance of Gammon Lake Common

Shares under the Arrangement and on the exercise of Gammon Lake Options.

Non-Solicitation
In the Arrangement Agreement, Mexgold agreed tha? it will not and will not permit any of its subsidiaries to, directly or
indirectly, through any officer, director, employeej, advisor, representative or agent, (a) solicit, initiate, facilitate,
engage in or respond to or encourage (including by way of furnishing information or entering into any form of
agreement, arrangement or understanding) any Acquisition Proposal; (b) encourage or participate in any discussions or
negotiations regarding any Acquisition Proposal; (c:) accept, approve or recommend any Acquisition Proposal; or (d)
cause Mexgold or any subsidiary to enter into any agreement, arrangement or understanding related to any Acquisition
Proposal. However, the Board of Directors may c:i)nsider, negotiate, approve or recommend to the Shareholders an
unsolicited bona fide Acquisition Proposal which the Board of Directors determines in good faith, after consultation
with its financial and legal advisors that failure to take such action would be inconsistent with its fiduciary duties under
applicable laws, would, if consummated in accordan;rf:e with its terms, result in a Superior Proposal.

Mexgold has also agreed that it will not accept any}j Superior Proposal without first providing Gammon Lake with an
opportunity to amend the Arrangement Agreemerit to provide for increased consideration. Mexgold will provide
Gammon Lake with a copy of any Superior Proposal not less than five business days prior to its proposed execution by
Mexgold. If Gammon Lake agrees to amend the A“rrangement Agreement within such five business day period, such
that in the good faith determination of the Board| of Directors in the exercise of its fiduciary duties the Superior
Proposal is no longer a Superior Proposal, then Mex!gold will not enter into the Superior Proposal and will agree to the
amendments to the Arrangement Agreement propos‘éd by Gammon Lake. If the Board of Directors determines that the
Superior Proposal is still a Superior Proposal, theqi Mexgold may terminate the Arrangement Agreement, reimburse

Gammon Lake for its expenses, and only then enter "nto the Superior Proposal.

Termination
The Arrangement Agreement may be terminated in ‘]customary circumstances such as by mutual consent, for breach of
representations, warranties or covenants not cured within a given period of time, or if certain conditions precedent are
not satisfied or waived by the Effective Date, as wel‘ as in the following circumstances:

(@ by either party upon the determination by Mexgold that an Acquisition Proposal constitutes a

Superior Proposal, if Mexgold 001‘:I1plies with the procedures in the Arrangement Agreement and the
time period for Gammon Lake to propose an amendment to the Arrangement Agreement has elapsed;

(b) by Gammon Lake, if the Board cff Directors has withdrawn or changed its recommendation to the

Shareholders in a manner advers% to Gammon Lake or which would impede the completion of the
Arrangement, has made a recommendation to the Securityholders not to accept or approve the

Arrangement, has not submitted the Arrangement for approval to the Securityholders on or prior to
August 4, 2006 (or such later datﬁc as the parties may agree upon) or has failed to solicit proxies in
favour of approving the Arrangem“ent; or '
‘\
(c) the approval of the Securityholdeli“s (including the Minority Shareholders) for the Arrangement is not
obtained in accordance with applicable laws.

Expenses

If the Arrangement Agreement is terminated by ei(iher party because Mexgold has accepted a Superior Proposal, or
because the Board of Directors has withdrawn its re%commendation to the Securityholders to approve the Arrangement,
Mexgold must reimburse Gammon Lake for all rea%onable expenses incurred by Gammon Lake in connection with the
transactions contemplated in the Arrangement Agreement. Each party must reimburse the other party for all reasonable

i
|
|
|
\




expenses incurred in connection with the transaction‘
Agreement is terminated by the other party because

first party.

Except as set out above, each of Mexgold and Gam
incurred in connection with the Arrangement Agreen

VALUATION

The following is a summary only of the Valuation a

s contemplated in the Arrangement Agreement if the Arrangement
of a breach of the representations, warranties or covenants of the

mon Lake will be responsible for and bear all of its own expenses

nent and the transactions contemplated in it.

|
MD FAIRNESS OPINION

“rnd Fairness Opinion. This summary is qualified in its entirety by,

and should be read in conjunction with, the Valuatﬁon and Fairness Opinion attached as Schedule C to this Circular.
The Valuation and Fairness Opinion, among other things, sets forth the assumptions made, procedures followed,

matters considered and limitations on the review \undertaken by TD Securities. TD Securities has prepared and
provided its opinions solely for the use of the Special Committee and the Board of Directors in evaluating the
Arrangement and they are not to be used or relied upon by any other person or for any other purpose without the

express prior written consent of TD Securities. TD §ecurities expresses no opinion with respect to future trading prices
of securities of Mexgold or Gammon Lake and makes no recommendation to securityholders of Mexgold with respect

to the Arrangement. TD Securities has based the Valuation and Fairness Opinion upon a variety of factors. The
preparation of a valuation or fairness opinion is a corl‘nplex process and is not necessarily amenable to partial analysis or
summary description. TD Securities believes tha“c‘ its analyses must be considered as a whole and that selecting
portions of the analyses or the factors considered by it, without considering all factors and analyses together, could
create an incomplete view of the process underlymg,‘l the Valuation and/or Fairness Opinion. Shareholders are urged to

read the Valuation and Fairness Opinion in its entlrer.

TD Securities was engaged by the Special Committee on March 16, 2006 pursuant to the Engagement Agreement, to

prepare and deliver to the Special Committee the

Agreement provide for the payment to TD Secunties

out-of-pocket expenses and customary indemnificati

TD Securities is a Canadian investment banking firn

including corporate and government finance, merg
investment management and investment research.

'Valuation and Faimess Opinion. The terms of the Engagement

j of a fee of $500,000 for its services, reimbursement for reasonable
on.

n with operations in a broad range of investment banking activities,
ers and acquisitions, equity and fixed income sales and trading,

TD Securities has participated in a significant number of
and has extensive experience in preparing valuations and fairness

transactions involving public and private companies;
opinions. ‘

Neither TD Securities nor any of its affiliated entthles is an associated or affiliated entity or issuer insider (as those

terms are used in Rule 61-501) of Mexgold, Gammon Lake or any other interested party (as that term is used in Rule
61-501) in connection with the Arrangement.

The fees pa1d to TD Securities in connection with the Engagement Agreement do not give TD Securities any financial

incentive in respect of the conclusions reached in thHe Valuation or Fairness Opinion and TD Securities has no material
financial interest in the completion of the Arrangemuent. No understandings or agreements exist between TD Securities
and Mexgold, Gammon Lake or other interested parties in the Arrangement with respect to future financial advisory or

investment banking business. TD Securities may in ‘1 the future, in the ordinary course of its business, perform financial
advisory or investment banking services for Mexg(J)Id Gammon Lake or other interested parties in the Arrangement.
The Toronto-Dominion Bank, the parent company “ of TD Securities, may provide credit facilities or other banking
services to Mexgold, Gammon Lake or other mterested parties in the Arrangement from time to time in the ordinary

course of business.
‘J

TD Securities acts as a trader and dealer, both as pr1‘nc1pa1 and agent, in major financial markets and, as such, may have
and may in the future have positions in the securmes of any interested party in the Arrangement and, from time to time,
may have executed or may execute transactions on behalf of such companies or other clients for which it may have
received or may receive compensation. As an mvhestment dealer, TD Securities conducts research on securities and

may, in the ordinary course of its business, provxde!research reports and investment advice to its clients on investment
matters, including matters with respect to the Arrangement, Mexgold, Gammon Lake, or other interested parties in the
Arrangement.




In connection with the preparation of the Valuation and Fairness Opinion, TD Securities, among other things, reviewed
information provided by Mexgold and Gammon La‘ke, met with senior management of Mexgold and Gammon Lake
and conducted other investigative exercises as moreHspeciﬁcally described in the Valuation and Faimess Opinion. TD
Securities has relied upon the accuracy, completeness and fair presentation of all data and other information obtained
by it from public sources, provided to it by or on behalf of Mexgold, provided to it by or on behalf of Gammon Lake,
or otherwise obtained by TD Securities, including the certificates referred to below (collectively, the “Information™).
The Valuation and Fairness Opinion are conditional upon such accuracy, completeness and fair presentation. Subject
to the exercise of professional judgment, and except} as expressly described in the Valuation and Fairness Opinion, TD
Securities has not attempted to verify independently the accuracy, completeness or fair presentation of any of the
Information. With respect to the budgets, forecasts,!;projections or estimates provided to TD Securities and used in its
analyses, TD Securities noted that projecting future results is inherently subject to uncertainty. TD Securities has
assumed, however, that such budgets, forecasts, projections and estimates were prepared using the assumptions
identified therein which TD Securities has been advised are (or were at the time of preparation and continue to be), in
the opinion of Mexgold or Gammon Lake, as appliczible, reasonable in the circumstances.

|
TD Securities has relied upon, among other things,}; the representations contained in certificates of senior officers of
Mexgold and Gammon Lake as to, among other things, the accuracy and completeness of information upon which the

Valuation and Fairness Opinion are based. \

|
In preparing the Valuation and Fairness Opinion, TD Securities has made several assumptions, including that all final
or executed versions of documents will conform "m all material respects to the drafts provided to TD Securities,
|

conditions precedent to the completion of the Arraxulgement can be satisfied in due course, all consents, permissions,

exemptions or orders of relevant regulatory authorities or third parties will be obtained, without adverse condition or
qualification, the procedures being followed to implelj:ment the Arrangement are valid and effective, the Circular will be
distributed to the Shareholders and  Optionholders in accordance with all applicable laws, and the disclosure in the
Circular will be accurate, in all material respects, an‘ﬁ will comply, in all material respects, with the requirements of all
applicable laws. In its analysis in connection with tﬂ§ preparation of the Valuation and Fairness Opinion, TD Securities
made numerous assumptions with respect to industry performance, general business and economic conditions, and
other matters, many of which are beyond the contrlol of TD Securities, Mexgold, Gammon Lake or their respective
affiliates. Among other things, TD Securities has a‘:ssumed the accuracy, completeness and fair representation of and

has relied upon the financial statements forming paltiiof the Information.
i

The Valuation and Fairness Opinion are rendered ashof May 28, 2006, on the basis of securities markets, economic and
general business and financial conditions prevailing on that date and the condition and prospects, financial and
otherwise, of Mexgold and Gammon Lake and thei1¥ respective subsidiaries and affiliates as they were reflected in the
Information. Any changes therein may affect the Vdluation and Fairness Opinion and, although TD Securities reserves
the right to change or withdraw the Valuation andl} Fairness Opinion in such event, it disclaims any undertaking or
obligation to advise any person of any such change that may come to its attention, or update the Valuation and Faimess
Opinion after such date. “

TD Securities determined the fair market value of the Common Shares as part of the Valuation. For purposes of the
Valuation, fair market value is defined as the mohetary consideration that, in an open and unrestricted market, a
prudent and informed buyer would pay a prudent and informed seller, each acting at arm’s length with the other and

under no compulsion to act. In accordance with Ru
fair market value of the Common Shares to reflect t

or the fact that the Common Shares held by indiv

determined on the foregoing basis represent “en blo

le 61-501, TD Securities has made no downward adjustment to the
he liquidity of the Common Shares, the effect of the Arrangement,
idual holders do not form part of a controlling interest. Values
c” values, that is, values that an acquirer of 100% of the Common

Shares would be expected to pay in an open auction T)f Mexgold.

Rule 61-501 requires that a formal valuation include'a valuation of any non-cash consideration being offered as part of
the transaction subject to Rule 61-501, except in c}(‘ertain circumstances outlined in Rule 61-501. TD Securities has
therefore included a valuation of the considerationu to be received by the Shareholders under the Arrangement (the
“Consideration™) as part of the Valuation. TD Securities believes that it is appropriate in the circumstances to
determine, and therefore has determined, the market \hading value of the Consideration.
I

The Valuation and Faimess Opinion are the opinioﬂs of TD Securities and their form and content have been approved
by a committee of senior investment banking professionals of TD Securities, each of whom is experienced in merger,

i
|
|
|
|
|
i
I
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acquisition, divestiture, valuation and fairness opinion matters. The Valuation is based upon techniques and
assumptions that TD Securities considered appropriate in the circumstances for the purposes of arriving at an opinion
as to the range of fair market value of the Common Shares.

|
|
The Valuation and Faimess Opinion have been pr;epared in accordance with the Disclosure Standards for Formal
Valuations and Fairness Opinions of the Investment Dealers Association of Canada (the “Association™) but the

Association has not been involved in the preparation or review of the Valuation and Fairness Opinion.

Valuation Methodologies ‘
For purposes of determining the fair market value of the Common Shares and the market trading value of the
Consideration, TD Securities relied primarily upon four methodologies: net asset value (“NAV”) analysis; discounted
cash flow (“DCF”) analysis; comparable precedenthtransactlons analysis; and market trading multiples analysis. TD
Securities placed greatest emphasis on the NAV analysis for the reasons expressed in the Valuation.

Valuation Conclusion ”

Based upon and subject to the assumptlons llmm‘i‘tlons analyses and other matters set forth in the Valuation and
Faimess Opinion, TD Securities is of the opinion that, as of May 28, 2006, the fair market value of a Common Share is
in the range of $6.50 to $8.00. Based upon and sub”_]ect to the assumptions, limitations, analyses and other matters set
forth in the Valuation and Fairness Opinion, TD Securities is of the opinion that, as of May 28, 2006, the market
trading value of the Consideration is in the range of %6 .75 to $8.25 per Common Share.

|

Fairness Opinion U

In considering the fairness of the Consideration to ibe received by the Minority Shareholders in connection with the

Arrangement, TD Securities principally considered aind relied upon:

(a) a comparison of the market trading value of the Consideration to the fair market value of the Common Shares
as determined in the Valuation; |

i

b) a comparison of the premiums implied by the Consideration to the trading prices of the Common Shares prior
to announcement of the Arrangement to the premiums implied by selected precedent transactions involving
gold mining companies and selected acquisition of remaining interest transactions; and

(c) a comparison of the premiums implied by }the Exchange Ratio to the trading exchange ratio of the Common
Shares and the Gammon Lake Common Shares prior to announcement of the Arrangement to the premiums
implied by selected precedent transactlons involving gold mining companies and selected acquisition of
remaining interest transactions. I

f
Fairness Opinion Conclusion “
Based upon and subject to the assumptions, llmltc‘Et]OHS analyses and other matters set forth in the Valuation, TD
Securities is of the opinion that, as of May 28, 2006‘ the consideration of 0.47 of a Gammon Lake Common Share for
each Common Share to be received by the Sh‘areholders (other than Gammon Lake) in connection with the
Arrangement is fair, from a financial point of view, to such Shareholders.

The complete text of the Valuation and Fairness ‘Qplnlon which sets forth, among other things, the scope of TD
Securities’ review and the assumptions, llmltatlons and analyses relied upon by TD Securities in preparing the
Valuation and Fairness Opinion, is attached as Schedule C to this Circular. Shareholders are urged to read the

Valuation and Fairness Opinion carefully and in its e”:ntlrety

|
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following diagram depicts the anticipated organiza
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EFFECTS OF THE ARRANGEMENT
|

[
| o
1d will be a wholly-owned subsidiary of Gammon Lake. The
ional structure of Gammon Lake and its significant subsidiaries
ation of the material properties in the structure.

Gammon Liake Resources Inc.
(Quebec)
[ 100%
| 100% | 100% [ 100% ] 100%
Gammon Lake Gammon Lake ‘ Gammon Lake (NS) Mexgold Resources Inc.
Resources (USA) Inc. j Incorporated (Ontario)
(Barbados) Inc. (Arizona) 1‘ (Nova Scotia)
(Barbados) U
|
|
100%"" i - [100% 100%
Gammon Lake de Mexico Compania Minera del Cubo, Metales
S.A. de C.V, ; S.A. de C.V, Interamericanos
(Mexico) {( (Mexico) S.A.de C.V.
| (Mexico)

Ocampo Gold and Silver Mine,
Chihuahua, Mexico

I

Lease E)f Las Torres Gold and Silver Mine

Guadz{lupe y Calvo Exploration Property

1 Cubo Gold and Silver Mine
Guanajuato, Mexico

Guanajuato, Mexico

Guanajuato, Mexico

(M

namely:

directly in accordance with Mexican corporate law r‘

Business and Properties !

|

i

Following the Arrangement, Gammon Lake intend.

}\

(@) . the exploration, development anq

and additional exploration conce

provided in the Annual Informatie

M

(b) the exploration, development anc‘i

silver mine and exploration prog

additional exploration concession

Schedule I - “Information Concerr

(c) the exploration, development and
working mines) in Guanajuato

Mexgold’s subsidiary, Compania|

2% of the issued and outstanding shares of Gammon Lake Mexico S.A. de C.V. are held by Gammon Lake

equirements.

to continue the business currently carried on by it and Mexgold,

exploitation of Gammon Lake’s mineral interests in its Ocampo

gold-silver mine and exploration property (comprising an operating underground and open pit mine

ssions) in the State of Chihuahua, Mexico, details of which are

n Form of Gammon Lake for the five months ended December 31,

2005 and which is incorporated b)) reference into this Circular;

S.A. de C.V., details of which
Resources Inc.”, below; and

exploitation of Mexgold’s mineral interests in its El Cubo gold-
erty (comprising an operating multi-level underground mine and
) in the Guanajuato State, Mexico, details of which are provided in

}ing Mexgold”;

exploitation of the Las Torres gold-silver mine (comprising four
State, Mexico, pursuant to a mining lease agreement between
Minera del Cubo S.A. de C.V. and Compania Minera Las Torres,

are provided in Schedule 1 - “Information Concerning Mexgold




(d

the exploration and development a
Calvo Gold-Silver Project (compr

|
|
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nd exploitation of Mexgold’s mineral interests in its Guadalupe y
ising a total of 4 concessions encompassing approximately 436

hectares) in the State of Chihuahua, Mexico, details of which are provided in Schedule I -

“Information Concerning Mexgold

* below.

Authorized and Issued Share Capital ‘
I

It is anticipated that Gammon Lake will issue approxi

?mately 21,786,333 Gammon Lake Common Shares, and Gammon

Lake Options exercisable to acquire up to an aggregate of 5,564,696 Gammon Lake Common Shares to the
Shareholders and holders of Mexgold Options on the completion of the Arrangement, respectively. In addition, the

completion of the Arrangement will trigger adjustme:

nt provisions under the terms of the Mexgold Warrants, so that the

Mexgold Warrants will be exercisable to acquire up to an aggregate of 186,120 Gammon Lake Common Shares.

Immediately following the Arrangement and the ad
outstanding securities of Mexgold (other than Ga
outstanding Gammon Lake Common Shares (on a ng

Assuming the completion of the Arrangement, the is
Arrangement will be held as follows (the percentages

justment of the Mexgold Warrants, the holders of the issued and
mmon Lake) will hold approximately 22% of the issued and
‘n-diluted basis; 23.6% on a fully-diluted basis).

sued and outstanding share capital of Gammon Lake following the
may not add up to 100% due to rounding):

Fully-Diluted Share Capital of Gammon Lake Following the Arrangement

Number of Number o‘f Gammon Lake | Fully Diluted Percentage
Gammon Common Shares Issuable Gammon
Lake on the Exercise of Lake
Common Gammon Lake Common Non- Fully-

Shares Convertible Securities Shares Diluted Diluted”
Excluded Persons”’ 2,672,480 | 8,521,500 11,193,980 2.6% 9.7%
Mexgold Minority 21,558,853 3,565,316 25,124,169 21.3% 21.7%
Shareholders, |
Warrantholders and )
Optionholders other |
than Excluded ‘
Persons h
Holders of Gammon 76,890,724 i 2,506,676 79,397,400 76.1% 68.6%
Lake Common ;
Shares and :
Convertible }‘
Securities other than h
Excluded Persons |
TOTAL 101,122,057 | 14,593,492 115,715,549 100% 100%
()] Assuming that all Gammon Lake Convertible Securities are exercised.

)

For the post-Arrangement holdings in Gammon

Lake, these are the directors and officers of Gammon Lake who also hold

Common Shares and/or Mexgold Options, namely Fred George, Dale M. Hendrick, Bradley H. Langille, Colin Sutherland
and John C. Thomton. The numbers given above include the Gammon Lake Common Shares and Gammon Lake
Convertible Securities held by such persons on Jlne 28, 2006.

Principal Holders of Securities

Upon the completion of the Arrangement, it is antic
indirectly, or exercise control or direction over co

pated that no person or company will beneficially own, directly or
mmon shares of Gammon Lake carrying more than 10% of the

voting rights attached to all outstanding securities of|Gammon Lake.

Management

Followirig the completion of the Arrangement, Gam

“mon Lake will determine: (a) which personnel of Mexgold will be

appointed or retained upon the completion of the An{angement; and (b) which directors, officer, employees, consultants

and other personnel of Mexgold will be maintained

“or retained subsequent to the Arrangement. It is expected that the
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key employees of Mexgold will remain with the com:pany. It is expected that the board of directors and senior officers

of Gammon Lake will remain unchanged. For detai

s on the current board of directors and senior officers of Gammon

Lake, please refer to the Annual Information Form of Gammon Lake dated March 31, 2006 for the five months ended
December 31, 2005 and the management information circular of Gammon Lake dated April 13, 2006, which are

available under the profile of Gammon Lake on SE
into this Circular.

Listing of Securities
Subject to TSX and AMEX approval, the Gammon
the trading symbol “GAM?” and on the AMEX under

subsidiary of Gammon Lake, the Common Shares
Arrangement.

Change nf Corporate Statute

[
PAR at www.sedar.com and which are incorporated by reference

I
|
|
Lake Common Shares will be listed for trading on the TSX under

the trading symbol “GRS”. As Mexgold will be a wholly-owned
will be delisted from the TSXV following the completion of the

The Arrangement will result in the Shareholders ceasmg to be shareholders of Mexgold, a corporation governed by the
OBCA, and becoming shareholders of Gammon Lake a corporation governed by the QCA. As a result, the rights of

the Shareholders after the completion of the Arrange

While the QCA is substantially similar to the OBCA

‘rnent will be governed by the QCA.

‘ Shareholders should note the following material differences:

lows shareholders of a corporation to apply to the court for a wide

range of orders to relieve oppressive or unfairly prejudicial acts, omissions or conduct of the

ctors, the QCA has no such provision;

ority of the board of directors of a corporation to be resident
s for class vote of shareholders in certain circumstances, the QCA
ﬁe corporation) has no such requirement;

lder to dissent from certain actions of the corporatron and to have
°ld by such shareholders, the QCA has no such provision;

(a) while section 248 of the OBCA alH
corporation, its affiliates or its dlreT‘
i
‘(b) while the OBCA requires a maj
Canadians, the QCA has no such réequirement;
(c) while the OBCA contains provisio‘:n
(unless provided for in articles of t
(d) while the OBCA allows a shareho
paid the faire value of the shares h
(e) while the OBCA requires sharcho

assets, the QCA has no such requir

Shareholders should consult with their legal advisors

der approval for a sale of all or substantially all of a corporation’s
ement.

regarding the differences between these two statutes.

Auditors, Registrar and Transfer Agent |

Following the completion of the Arrangement, tﬂe auditors of Gammon Lake will continue to be KPMG LLP,

Chartered Accountants, Halifax, Nova Scotia.

The Transfer Agent and Registrar of Gammon Lal;{e will continue to be Computershare Investor Services Inc.. The

register of transfers for the Gammon Lake Common
700, Montreal, Quebec, H3A 3S8.

SELECTED CONSOLIDATED‘
|

The following selected unaudited pro forma ﬁnane

Shares will continue to be located at 1500 University Street, Suite

‘PRO FORMA FINANCIAL INFORMATION

ial data for Gammon Lake is based upon, and should be read in

conjunction with, the more detailed financial 1nfonnatlon appearing in the Pro Forma Financial Statements of Gammon
Lake and the notes thereto for the year ended July | 31 2005, the five months ended December 31, 2005 and the three

months ended March 31, 2006, a copy of whrch‘

is attached hereto as Schedule G. The Pro Forma Consolidated

Financial Statements reflect the completion of the Arrangement as if it had occurred as of the beginning of the periods

presented for the purposes of the pro forma consol

1dated statement of operations, and as of March 31, 2006 for the
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‘i
purposes of the pro forma balance sheet. The Pro Forma Financial Statements include financial information taken from
the unaudited consolidated financial statements of Gammon Lake as at March 31, 2006 and for the three months then
ended, the audited consolidated financial statements“ of Gammon Lake for the five months ended December 31, 2005
and the year ended July 31, 2005, and financial infoymation taken from the unaudited consolidated financial statements
of Mexgold as at March 31, 2006 and the three months then ended, and the audited consolidated financial statements of
Mexgold for the eight months ended December 31, 2005 and the year ended April 30, 2005, which financial statements
are incorporated herein by reference. Gammon Lake‘:“ is currently evaluating Mexgold’s mining operations as part of its
transition plan relating to the integration of Mexgoll‘d’s operations with Gammon Lake’s existing operations. The Pro
Forma Consolidated Financial Statements are not necessanly indicative of the financial position or financial results that
would have been achieved had the Arrangement b“ en completed as of the beginning of the periods presented and

should not be construed as representative of such amounts for any future dates or periods.

Pro Forma Consolidated B};llance Sheet Information (unaudited)

}: As at March 31, 2006

Current Assets \ $60,752,006
Deposits on Capital Equipment ‘ $326,788
Deferred Stock-Based Compensation v $12,075,721
Mining Interests and Capital Assets ! $547,785,358
Goodwill i $125,034,732
Total Assets ‘ $745,974,605
|
Current Liabilities ; $58,825,950
Long Term Debt “ $42,625,879
Employee Future Benefits “ $2,955,904
Future Income Taxes $76,701,324
Total Liabilities ‘ $181,109,057
Shareholders’ Equity $564,865,548
Total Liabilities and Shareholders’ Equity $745,974,605

|
Pro Forma Consolidated Inc?me Statement Information (unaudited)

| For the Three For the Five For the Year

Months Ended Months Ended Ended July 31,

1 March 31, 2006 December 31, 2005 2005
Revenue from Mining Operations $14,183,280 $14,487,564 $23,079,939
Expenses $19,740,616 $31,317,292 $58,437,315
Foreign Exchange Gain (Loss) i $(789,485) $927,355 $1,037,321
Interest and Sundry Income i $229,258 $256,916 $1,442,894
Future Income Tax Recovery ‘ $(818,076) $(2,637,752) $(3,546,675)
Loss | $(5,299,487) $(13,007,705) $(29,330,486)
Basic and Diluted Loss per Share [ $(0.05) $(0.14) $(0.33)

|

MARKET PRICE

Mexgold H

In Canada, the outstanding Common Shares of Mexgold are listed on the TSXV under the trading symbol “MGR”.

The following table summarizes the high, low andiclosmg market prices and volumes of the Common Shares on the

TSXYV for the periods set out below.




Period High Low Close Volume
' ‘i (millions)
June 1 to 27, 2006 $6.50 $5.00 $6.49 0.7
May, 2006 }%56.80 $4.90 $6.50 25
April, 2006 $7.50 $6.60 $6.86 1.6
March, 2006 %7.37 $6.25 $7.37 2.1
February, 2006 $6.25 $5.46 $6.01 1.9
January, 2006 $5.29 $4.60 $5.29 2.6
October to December 2005 1i$4‘90 $3.45 $4.88 6.1
July to Séptember 2005 !S3.55 $2.54 $3.55 3.1
April to June 2005 $3.20 $2.54 $2.85 3.1
January to March 2005 j‘$2.77 $2.10 $2.74 2.9
October to December 2004 $3.10 $2.30 $2.59 33
July to September 2004 $3.25 $2.25 $2.78 2.8
April to June 2004 $5.15 $2.95 $2.95 33

The closing price of the Common Shares on May 26} 2006, the last trading day prior to the announcement by Gammon
Lake and Mexgold of the Arrangement, was $5.70 per share. The closing price of the Common Shares on June 27,
2006 was $6.49 per share. '

Gammon Lake i‘

In Canada, Gammon Lake Common Shares trade 01;1‘ the TSX under the symbol “GAM” and on the AMEX under the
symbol “GRS”. The TSX is considered the primary exchange for trading in Gammon Lake Common Shares. The
following table sets forth the range of high, low and; closing prices and volumes of Gammon Lake Common Shares as

reported on the TSX for the periods set out below. !

Period 1High Low Close Volume

I (millions)
June 1 to 27, 2006 $1314.31 $10.49 $13.65 92
May, 2006 $18.05 $13.91 $14.10 10.9
April, 2006 S;%ZO.90 516.41 $17.22 11.5
March, 2006 321.27 $18.34 $20.92 12.4
February, 2006 $jil9.18 $15.85 $18.20 12.2
January, 2006 $16.22 $13.74 $16.22 10.1
October to December 2005 $‘113.98 $8.60 $13.81 18.8
July to September 2005 ‘$9.73 $8.00 $9.51 7.2
April to June 2005 §8.72 $6.91 $8.25 14.8
January to March 2005 $7.57 $6.03 $7.02 11.3
October to December 2004 T$7.81 $6.10 $6.43 11.5
July to September 2004 &9.30 $6.00 $7.35 9.8
April to June 2004 $310.05 $7.82 $8.82 13.7
The closing price of the Gammon Lake Common Sliares on the TSX on May 26, 2006, the last trading day prior to the

|

|
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i

announcement by Gammon Lake and Mexgold of the Arrangement, was $14.20 per share. The closing price of the

Gammon Lake Common Shares on the TSX on June

REQU
Securityholder Approvals
At the Meeting, the Securityholders will be asked

Resolution to approve the Arrangement.
Circular.

27 2006 was $13.65 per share.
|

RED APPROVALS
|
\

H} to consider and if considered advisable, pass, the Arrangement

A copy of the Arrangement Resolution is attached as Schedule A to this
|

As provided in the Interim Order, before the Arranéement can be implemented, the Arrangement Resolution, with or
without variation, must be approved by at least 66 2/3% of the votes cast at the Meeting by the Shareholders and the

Optionholders present in person or represented by
together as a single class at the Meeting. Each Co
carries the right to one vote for each Common Sha
reference to any vesting provisions or the exercise p
on the Record Date. To the best of the knowledge |

2006, the directors and officers of Mexgold benefici
over, 604,000 Common Shares and 4,680,000 Mexg

that they will vote all such Common Shares and Me)

Iproxy at the Meeting. Shareholders and Optionholders will vote
mmon Share carries the right to one vote. Each Mexgold Option
re issuable upon the full exercise of the Mexgold Option, without
rice thereof, determined as of the close of business (Toronto time)
of the management of Mexgold, after due enquiry, as at June 28,
ally owned, directly or indirectly, or exercised control or direction
old Options. The directors and officers of Mexgold have advised
gold Options in favour of the Arrangement Resolution.

\\
In addition, because the Arrangement is a “busmess“combmatlon and a “related party transaction” for Mexgold under
Rule 61-501, the Arrangement Resolution must alsp be approved by at least a majority of the votes cast in respect
thereof by the Minority Shareholders present in pémon or represented by proxy at the Meeting. To the best of the
knowledge of the management of Mexgold, after due enquiry, as at June 28, 2006, a total of 14,334,0000 Common
Shares were beneficially owned, or control or dlrec‘tlon was exercised over such shares, by Excluded Persons. To the
best of the knowledge of Mexgold, after due enqulry, as at June 28, 2006 a total of 120,000 Common Shares were
beneficially owned, or control or direction was exercised over such shares and options, by the directors and senior
officers of Mexgold and their respective assomate‘[s who are independent of Gammon Lake. Those persons have
advised that they intend to vote all such Common Shares in favour of the Arrangement Resolution.
[i
|
Court Approval of Arrangement ‘
) |
The OBCA requires that Mexgold obtain court appr‘bval to proceed with the Arrangement. Prior to the mailing of this
Circular, Mexgold obtained the Interim Order prov1dmg for the calling and holding of the Meeting and other procedural
matters. A copy of the Interim Order is attached to this Circular as Schedule D. The Notice of Application for the
Final Order is attached to this Circular as Schedule E
I
As provided in the Notice of Application, the hearin”g in respect of the Final Order is scheduled to take place on August
2, 2006, before the Court at Toronto, Ontario, subj;ect to Securityholder approval of the Arrangement at the Meeting.
At this hearing, all Securityholders who wish to pax?icipate or be represented or present evidence or argument may do
s0, subject to filing a Notice of Appearance and satlsfymg other requirements. A Securityholder wishing to appear
before the Court should seek legal advice. |
The Court has broad discretion under the OBCA wl'jen making orders in respect of the Arrangement and the Court will
consider, among other things, the fairness and reasonableness of the Arrangement. The Court may approve the
Arrangement either as proposed or as amended in any manner the Court may direct, subject to compliance with such

terms and conditions, if any, as the Court thinks fit. ‘

|
at, if such declaratory judgment is granted, this will constitute the

rements of the 1933 Act with respect to, among other things, the

The Court will be informed prior to the hearing th
basis for an exemption from the registration requi(
Gammon Lake Common Shares and Gammon Lake Options to be distributed pursuant to the Arrangement. See
“Regulatory Matters — U.S. Securities Law Matters?.
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Stock Exchange Approvals i
The Arrangement is conditional on acceptance by th‘[e TSXV of the Arrangement and the approval by the TSX and the
AMEX (and any other securities regulatory authority) of the Arrangement, the listing of the additional Gammon Lake
Common Shares issuable under the Arrangement and upon the exercise of the Gammon Lake Convertible Securities,
and the continued listing of the Gammon Lake Common Shares on the TSX following completion of the Arrangement.
The TSX has conditionally approved the listing of all Gammon Lake Common Shares to be issued by Gammon Lake in
connection with the Arrangement and have reservc‘.d for listing the maximum number of Gammon Lake Common
Shares issuable on the exercise of the Gammon Lake Convertible Securities, subject to fulfillment of standard
conditions. Gammon Lake has also applied to list on the AMEX the Gammon Lake Common Shares to be issued in
connection with the Arrangement and upon the exelﬂmse of the Gammon Lake Convertible Securities. Listing will be

subject to Gammon Lake fulfilling all of the requ1rements of the AMEX.

|
Gammon Lake must give notice of the Arrangement to the Mexican Federal Commission of Economic Competition of
before the completion of the Arrangement. The A‘rrangement will not require the approval of the Mexican Federal
Commission of Economic Competition. |

Regulatory Approvals

PROCEDURE FOR THE ARRANGEMENT TO BECOME EFFECTIVE

The Arrangement is proposed to be carried out pursuant to Section 182 of the OBCA, and the following procedural
steps must be taken in order for the Arrangement to l{become effective:

(a) The Court must grant the Final Order approving the Arrangement;
|
(b) All conditions precedent to the Arrangement, including without limitation those contained in the
Arrangement Agreement, must be)Satisﬂed or waived by the appropriate party; and
|

(c) The Articles of Arrangement must‘\be filed with and accepted by the Director.
\
Payment by Gammon Lake of the consideration for the Common Shares and Mexgold Options so transferred will be
made as soon as practicable following the later of the Effective Date and the date of deposit by a Securityholder with
the Depositary of a duly completed and executed Le‘ﬁer of Transmittal (in the case of a Shareholder) and the certificates
representing such Common Shares or Mexgold Options, as the case may be, except for payments to a Dissenting
Shareholder.

‘\

Mexgold and Gammon Lake have retained the servi lices of the Depositary for the receipt of the Letters of Transmittal
and the certificates representing Common Shares an‘g for the delivery of the certificates representing the Gammon Lake
Common Shares to be issued to Sharcholders under the Arrangement. The Depositary will receive reasonable and
customary compensation for its services in connectlﬁ)n with the Arrangement, will be reimbursed for certain reasonable
out-of-pocket expenses and will be indemnified against certain liabilities, including liabilities under securities law and

expenses in connection therewith.

Depositary

Procedures for Exchange of Certificates by Shar(‘eholders
|

Enclosed with this Circular is a Letter of Transm‘mttal (printed on yellow paper). The Letter of Transmittal, when

properly completed and duly executed and returned (”together with certificates for Common Shares and all other required
documents, will enable each Shareholder to obtain a certificate representing Gammon Lake Common Shares issued
under the Arrangement to such Shareholder on the bas1s 0f 0.47 of Gammon Lake Common Shares for each Common
Share previously held and represented by the dep051H¢ed share certificates.

No fractional Gammon Lake Common Shares will be issued under the Arrangement. If any Shareholder should be
entitled to receive a fractional number of Gammon Lake Common Shares, the number of Gammon Lake Common
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Shares to be received by such Shareholder will be rg;unded up (if the fractional interest is 0.5 or more) or down (if the

fractional interest is less than 0.5) to the nearest whol:e number of Gammon Lake Common Shares.
‘ |
Any use of the mail to transmit a certificate for Common Shares and a related Letter of Transmittal is at the risk of the

Shareholder. If these documents are mailed, it is }ecommended that registered mail, with return receipt requested,
properly insured, be used. ;

Whether or not Shareholders forward the certificates|representing their Common Shares upon completion of the Plan of
Arrangement on or before the Effective Date, Shareholders will cease to be Shareholders as of the Effective Date and
will only be entitled to receive the certificates représenting that number of Gammon Lake Common Shares to which
they are entitled under the Plan of Arrangement or! in the case of Dissenting Sharecholders, the right to receive fair
value for their Common Shares in accordance with tl?;e dissent procedures. See “Rights of Dissent”.
Certificates representing the appropriate number of “‘Gammon Lake Common Shares issuable to a former Shareholder
who has complied with the procedures set out above|will, as soon as reasonably practicable, but in any event within the
later of three business days after the Effective Date and ten business days after the receipt by the Depositary of the duly
completed and executed Letter of Transmittal, certilﬁcate(s) representing the Common Shares, and all other required
documents, (i) be forwarded to the Shareholder at th‘{e address specified in the Letter of Transmittal by first class mail,
postage prepaid, or (ii) be made available at the principal offices of the Depositary in Montreal, Quebec or in Toronto,
Ontario for pick up by the Shareholder if requested b“y the Shareholder in the Letter of Transmittal.

: |
Where a certificate for Common Shares has been biestroyed, lost or mutilated, the Shareholder should immediately
contact the Depositary, at 1-800-564-6253 in North “America (toll free) or 1-514-982-7555 outside of North America,
regarding the issuance of a replacement certificate upon the Shareholder satisfying such requirements as may be

. . . | . . .
imposed by Mexgold or the Depositary in connectlori‘ with issuance of the replacement certificate.

\
To ensure timely delivery of the certificate(s) represjenting the Gammon Lake Common Shares that a Shareholder is
entitled to under the Arrangement, it is recommended that the Letter of Transmittal, properly completed and signed,
together with the certificates representing the Comimon Shares owned by such Shareholder and any other required
documentation be delivered by mail, hand or courieri to the Depositary at the address set forth on the back page of this

Letter of Transmittal on or before 5:00 p.m. (Toronto time) on the second business day preceding the Meeting.

Beneficial Shareholders should contact their Inten‘nediary for instructions and assistance in providing details for
registration or delivery of their Gammon Lake Common Shares.

[
Any certificate representing Common Shares which! immediately prior to the Effective Time represented outstanding
Common' Shares that were not deposited (togethe}‘:r with all other instruments required by Mexgold and/or the
Depositary) pursuant to the Arrangement on or prior to the sixth anniversary of the Effective Date, will cease to
represent a claim or interest of any kind or nature a‘ps a Shareholder or for the receipt of Gammon Lake securities or
other consideration. On such date, the considerati lln to which the former holder of the certificate(s) representing
Common Shares would have been entitled to receive will be deemed to have been surrendered for no consideration to
Gammon Lake, together with all entitlements to div 1dends, distributions and any interest thereon held for such former
holder.

Extinction of Rights

Procedures for Exchange of Mexgold Options

|
|
|
I

| .
hall be entitled to receive an instrument representing the Gammon

nt to the Arrangement as soon as practical after the Effective Date
nd instruments, if any, as Gammon Lake may reasonably require,

A holder of Mexgold Options at the Effective Time s
Lake Options to which such holder is entitled pursua
upon delivery to Gammon Lake of such documents ¢

and each and every certificate, document, agreem
Options will be and will be deemed to be cancell
authorization, act or formality. Gammon Lake will
prepaid) an instrument representing Gammon Lake
former holder of Mexgold Options as registered in t

‘:nt or other instrument, if any, formerly representing Mexgold
ed, void and of no further force and effect without any further
register and make available or send by first class mail (postage
Options registered in the name, and to the last address of, each
he books and records of Mexgold. Unless otherwise requested or




directed by Gammon Lake, a holder of a Mexgol“d Option is not required to submit a Letter of Transmittal.
fractional Gammon Lake Options will be issued under the Arrangement.

RIGHTS OF DISSENT
|
Pursuant to the Interim Order, Shareholders are entitled to dissent in respect of the Arrangement Resolution provided

that they satisfy the requirements set out in section MISS of the OBCA, as modified by the Interim Order. A Dissenting
Shareholder who complies with each of the steps r‘equlred to dissent will be entitled to be paid the fair value of the
Common Shares in respect of which it dissents, determined as of the close of business on the day before the proposed
amendments are implemented. A Dissenting Shareholder may only dissent with respect to all of the Common Shares

held by it on behalf of any one beneficial owner an ‘:‘l registered in the name of the Dissenting Shareholder. However, a
Dissenting Shareholder is not entitled to dissent frorn the Arrangement Resolution with respect to any Common Shares
beneficially owned by one owner if the Shareholder votes any such shares beneficially owned by that owner in favour

of the Special Resolution.

The following summary does not purport to pr0\H'1de comprehensive statements of the procedures to be followed
by a dissenting shareholder under the OBCA, aruld is qualified in its entirety by reference to the full text of the
Interim Order and Section 185 of the OBCA, copies of which are attached in their entirety as Schedules D and F
to this Circular, respectively. These provisions a‘jre technical and complex. Any Shareholder desiring to exercise
its right of dissent should seek legal counsel since the failure to properly comply with such provisions could
prejudice this right. ‘i

‘1
In order. to make a claim, a Dissenting Shareholder must send to Mexgold, to the attention of the Chief Executive
Officer, a Notice of Dissent to the Arrangement Resolutron The objection must be received by Mexgold at 1601
Lower Water Street, Suite 402, Summit Place, Halifax, Nova Scotia, B3J 2P8, Fax no. (902) 468-0631 not later than 48
hours (excluding Saturdays, Sundays and holidays) prior to the time set for the Meeting or any adjournment thereof,
with a copy delivered to Mexgold’s registrar and trahsfer agent, Computershare Investor Services Inc. at 100 University
Avenue, 9th Floor, Toronto, Ontario, M5J 2Y1, fax no. 1-866-249-7775 or (416) 263-9524. 1t is important that
Dissenting Shareholders strictly comply with thls requirement, which is different from the statutory dissent
provisions of the OBCA. The sending of the Notice of Dissent does not deprive such Shareholder of the right to vote
at the Meeting. A vote against the Arrangement Reslfolution or the execution of a proxy which is so voted does not itself
constitute a Notice of Dissent. Similarly, the revoca;tion of a proxy conferring authority on the proxy holder to vote in
favour of the Arrangement Resolution does not constitute a Notice of Dissent in respect of the Arrangement Resolution,
but any such proxy granted by a Shareholder who! intends to dissent should be validly revoked (see “Revocation of
Proxies’’ under ‘‘General Information for the Meetitig”} in order to prevent the proxy holder from voting such shares in
favour of the Arrangement Resolution. A vote in“ favour of the Arrangement Resolution, whether in person or by
proxy, may constitute a waiver of a Securityholder’s“ right to dissent.
Persons who are Beneficial Shareholders who w"‘lsh to dissent with respect to their Common Shares should be
aware that only the registered Shareholder of such Common Shares is entitled to dissent with respect to them. A
registered Shareholder such as an Intermedlhry who holds Common Shares as nominee for Beneficial
Shareholders, some of whom wish to dlssent‘ must exercise dissent rights on behalf of such Beneficial
Shareholders with respect to the securities heldH for such Beneficial Shareholders. In such case, the Notice of
Dissent should set forth the number of Common Shares it covers.
Within 10 days after the Arrangement Resolution i!s‘ adopted by the Securityholders, Mexgold will send written notice
to each Securityholder who has filed a Notice of Dissent to the Arrangement Resolution and who has not voted for the
Arrangement Resolution or withdrawn its objection hotice that the Arrangement Resolution has been adopted.

\
Within 20 days after receiving from Mexgold a notlce that the Arrangement Resolution has been adopted, or if such
notice is not received, within 20 days after leammg‘\ that the Arrangement Resolution has been adopted, the Dissenting
Shareholder must send to Mexgold a written noticé containing its name, address, and the number of Common Shares
and/or Mexgold Options in respect of which it dxss‘ents and a demand for payment of the fair value of such Common
Shares and/or Mexgold Options. Within 30 days thereafter the Dissenting Shareholder must send to Mexgold or its
transfer agent, Computershare Investor Services Inc‘ the certificates representing the Common Shares and/or Mexgold
Options in respect of which it dissents. The certiﬁ‘eates will be endorsed with a notice that the holder is a Dissenting
Shareholder and will be retummed to the Securityho“lder. Upon sending the notice demanding payment of fair value, a
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Dissenting Shareholder ceases to have any rights as 2 shareholder of Mexgold other than to be paid the fair value of its
Common Shares and/or Mexgold Options, except where (a) such Dissenting Shareholder withdraws its notice before
Mexgold makes an offer to pay for its Common Shares and/or Mexgold Options, (b) Mexgold fails to make an offer
and the Dissenting Shareholder withdraws its notice, or (c) the directors of Mexgold elect not to proceed with the
Arrangement. ‘1
' ‘\

Not later than seven days after the later of the dat:’ on which the Arrangement Resolution is effective or the day on
which Mexgold receives the notice containing the demand for payment, Mexgold will send to each Dissenting
Shareholder who has sent such notice, a written offer to pay for its shares, accompanied by a statement showing how
the fair value was determined, or a notification that jt is unable lawfully to pay Dissenting Shareholders for their shares.
Every such offer to pay for Common Shares and/or Mexgold Options shall be on the same terms. Unless otherwise
unable to lawfully pay, Mexgold shall pay for the Common Shares and/or Mexgold Options of a Dissenting
Shareholder within 10 days after the offer by Mexgold has been accepted, but any offer lapses if not accepted within 30
days. If Mexgold fails to make such an offer, or if a Dissenting Shareholder fails to accept an offer, Mexgold may
within 50 days after the proposed amendments are t”effectlve or within such further period as a court may allow, apply
to a court to fix a fair value for the Common Shares and/or Mexgold Options of such Dissenting Shareholder. If
Mexgold fails to apply to a court in such manner and within such period, a Dissenting Shareholder may apply to a court
for the same purpose within a further period of 20|days or such further period as a court may allow. The application
must be made to a court having jurisdiction in the! place where Mexgold has its registered office or in the province
where the Dissenting Shareholder resides if Mexgold carries on business in that province.

Upon an application to a court, all Dissenting Shareholders whose Common Shares and/or Mexgold Options have not
been purchased by Mexgold will be joined as partic‘%s and be bound by the decision of the court, and Mexgold will be
required to notify each Dissenting Shareholder of the date, place and consequences of the application and of the right to
appear and be heard in person or by counsel. UponH any such application to a court, the court may determine whether
any person is a Dissenting Shareholder who shouldee joined as a party, and the court will then fix a fair value for the
Common Shares and/or Mexgold Options of all Dissenting Shareholders who have not accepted an offer to pay. The
final order of a court will be rendered against Mexgold in favour of each Dissenting Shareholder and for the amount of
the fair value of the Dissenting Shareholder’s Common Shares and/or Mexgold Options as fixed by the court. The court
may, in its discretion allow a reasonable rate of m“‘[erest on the amount payable to each such Dissenting Shareholder
from the date on which the Arrangement Resolution|was adopted until the date of payment.

I
Provided that the Arrangement Resolution become:s effective, a Securityholder who complies with each of the steps
required to dissent effectively is entitled to be paid the fair value of the Common Shares in respect of which such

Shareholder has dissented. (See “Canadian Federal ‘Income Tax Considerations”).

QUALIFICATION AND RESAILE OF GAMMON LAKE COMMON SHARES
i
\
L
|

The Gammon Lake Common Shares and Gammon Lake Options to be issued pursuant to the Arrangement will be
issued in reliance on exemptions from prospectus and registration requirements of applicable Canadian securities laws
and will generally be “freely tradeable™ (other than as a result of any “control block” restrictions which may arise by
virtue of the ownership thereof, and, in the case of ¥he Gammon Lake Stock Options, other than as provided for in the
rules and policies of the TSX and the terms of the gammon Lake Options) in Canada under applicable securities laws
of the provmces and territories of Canada, subject to the usual conditions that no unusual effort is made to prepare the
market for any such resale or to create a dema‘nd for the securities which are subject to any such resale, no
extraordinary commission or consideration is paid ﬁn respect thereof and if the seller is an insider or officer it has no
reasonable grounds to believe that Gammon Lake is}iin default of securities legislation.

|

Canada

The Gammon Lake Common Shares to be issued upon the exercise of the Gammon Lake Options will be issued in
reliance on exemptions from prospectus and regist@tion requirements of applicable Canadian securities laws and will
generally be “freely tradeable™ (subject to any “control block” disclosure requirements and resale restrictions that may

arise by virtue of the ownership thereof) in Canada under applicable securities laws of the provinces and territories of
Canada, subject in certain circumstances to the usual conditions that no unusual effort is made to prepare the market for

|
any such resale or to create a demand for the securities which are subject to any such resale, no extraordinary
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commission or consideration is paid in respect the‘tl'eof and if the seller is an insider or officer it has no reasonable
grounds to believe that Gammon Lake is in default o}f securities legislation.
\
United States j
The proposed issuances of Gammon Lake Comr‘mn Shares and Gammon Lake Options to Securityholders are
considered to be “offers” or “sales” of securities subject to the registration requirements of Section 5 of the 1933 Act.
Gammon Lake therefore seeks to rely upon the securities registration exemption set forth in Section 3(a)(10) of the
1933 Act with respect to the various issuances of securities pursuant to the Arrangement. Section 3(a)(10) exempts
securities issued in exchange for one or more outstanding securities from the general requirement of registration where
the terms and conditions of the issuance and exchange of such securities have been approved by any court of competent
jurisdiction, after a hearing upon the fairness of th{a terms and conditions of the issuance and exchange at which all
persons to whom the securities will be issued have the right to appear. The Court is authorized to conduct a hearing at
which the fairness of the terms and conditions of the Arrangement will be determined. The Court entered the Interim
Order on June 27, 2006 and, subject to the approlyal of the Arrangement by the Securityholders, a hearing on the
Arrangement is expected to be held on August 2, 2006 by the Court. See “Procedures for the Arrangement to become
Effective — Court Approval”. The consequences to I\“?“Iexgold’s current Securityholders are set out below.

|
In the event that the Arrangement is completed, the }f’esulting issuance of Gammon Lake Common Shares and Gammon
Lake Options will not be registered under Section 5 of the 1933 Act or the securities laws of any state of the United
States, but will instead be effected in reliance on the registration exemption provided by Section 3(a)(10) of the 1933
Act and exemptions provided under applicable state‘! securities laws. The Gammon Lake Common Shares received by
Securityholders in the Arrangement will generally be resaleable without securities laws restriction except with respect
to certain Securityholders. The Gammon Lake Options are, by their terms, non-transferable.

|
With respect to Gammon Lake Common Shares isgued to Securityholders upon closing of the Arrangement, persons
who are not affiliates of either Mexgold or Gammon Lake prior to the Arrangement and who are not affiliates of
Gammon Lake affer the Arrangement, subject to 4‘pplicable Canadian requirements, may resell their Gammon Lake
Common Shares without restriction under the 1933 Act. Rule 144 under the 1933 Act defines an “affiliate” of an
issuer as “a person that directly, or indirectly throug‘h one or more intermediaries, controls, is controlled by, or is under
common control with, such issuer.” Typically, perso:ns who are executive officers, directors or major shareholders of an
issuer are considered to be its affiliates. i
Persons who are affiliates of either Mexgold or Gammon Lake prior to the Arrangement may not resell their Gammon
Lake Common Shares in the absence of registration junder the 1933 Act, unless, as discussed below, an exemption from
registration is available. ‘

Persons who are affiliates of either Mexgold or Gammon Lake prior to the Arrangement, and are affiliates of Gammon
Lake after the Arrangement, will be entitled to res%:ll, during any three-month period, that number of Gammon Lake
Common Shares that does not exceed the greater ofi (i) one percent of the then outstanding securities of such class and
(ii) the average weekly reported volume of trading”l in such securities on the AMEX during the four calendar weeks
preceding the filing of the required notice under Rule 144 of the 1933 Act, or if no such notice is required, the date of
receipt of the order to execute the transaction by th‘:e broker or the date of execution of the transaction directly with a
market maker, subject to certain restrictions on the manner of sale, notice requirements, aggregation rules and the
availability of public information about Gammon Lz}a‘.ke.

Persons who are affiliates of either Mexgold or éamon Lake prior to the Arrangement, but are rnot affiliates of
Gammon Lake affer the Arrangement, may resell their Gammon Lake Common Shares as described in the immediately
preceding paragraph, or without regard to the vélume and manner of sale limitations set forth in the preceding
paragraph, so long as they hold their Gammon Lake Common Shares for a period of one year from the date of the

Arrangement, subject to the availability of certain p ublic information about Gammon Lake.

Finally, persons who are affiliates of either Mexgold or Gammon Lake prior to the Arrangement and are not, and have

not been during the three-month period preceding t}‘;e resale, an affiliate of Gammon Lake after the Arrangement, may
resell their Gammon Lake Common Shares without regard to the restrictions set forth in the preceding two paragraphs,

so long as they hold their Gammon Lake Common Shares for a period of two years from the date of the Arrangement.
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The exemption provided by Section 3(a)(10) of theH 1933 Act will not be available for the issuance of Gammon Lake
Common Shares upon the exercise of Gammon I‘rake Options. As a result, Gammon Lake Options may not be
exercised by or on behalf of a person in the United States, and the shares issuable upon their exercise may not be
offered or sold in the United States, unless the issuarj)ce or resale, as applicable, of such Gammon Lake Common Shares
is the subject of registration under the 1933 Act and applicable state securities laws, or an exemption is available from
such registration requirements such as the exemptlc;‘n contained in Rule 144 under the 1933 Act, or unless registration
is not required pursuant to the exclusion from regls‘tratlon prov1ded by Regulation S under the 1933 Act. Under Rule
144, the Gammon Lake Common Shares issued upcum the exercise of Gammon Lake Options to a person in the United
States will be subject to a one year hold period. Aft‘er the one year holding period, the Gammon Lake Common Shares
may be resold in the United States in accordance with the volume, current public information, manner of sale
limitations and notice provisions of Rule 144. After a two year hold period, persons who are not then affiliates of
Gammon Lake and have not been affiliates of Gammon Lake for the three-month period immediately preceding such

date will be entitled to resell such restricted securiti(ﬂs without restriction under the 1933 Act.

Subject to certain limitations, all holders of Gammon Lake Common Shares, including shares issued upon the exercise
of Gammon Lake Options, may immediately resell ;such securities outside the United States without registration under
the 1933 Act pursuant to Regulation S under the 1933 Act. Generally, subject to certain limitations, holders of
Gammon Lake Common Shares following the A@Tangement who are not affiliates of Gammon Lake or who are
affiliates of Gammon Lake solely by virtue of thei‘r status as an officer or director of Gammon Lake may, under the
securities laws of the United States, resell their Gammon Lake Common Shares in an “offshore transaction” (which
would include a sale through the TSX) if neitherthe seller, nor an affiliate, nor any person acting on their behalf
engages in “directed selling efforts” in the United States and, in the case of a sale of Gammon Lake Common Shares by
an officer or director who is an affiliate of Gammon Lake solely by virtue of holding such position, no selling
commission, fee or other remuneration is paid in connection with such offer or sale other than a usual and customary
broker’s commission that would be received by a person executing such transaction as agent. For purposes of
Regulation S, “directed selling efforts” means any activity undertaken for the purpose of, or that could reasonably be
expected to have the effect of, conditioning the market in the United States for any of the securities being offered” in
the resale transaction. Additional restrictions are ap%licable to a holder of Gammon Lake Common Shares who will be
an affiliate of Gammon Lake other than by virtue ofihis or her status as an officer or director of Gammon Lake.

The foregoing discussion is only a general overview of certain requirements of United States federal securities laws
applicable to the Gammon Lake Common Shares and Gammon Lake Options received upon completion of the
Arrangement. Holders of these securities may b”e subject to additional restrictions including, but not limited to,
restrictions under written contracts, agreements or }mstruments to which they are parties or are otherwise subject, and
restrictions under applicable securities laws of all U S. states. All holders of Gammon Lake’s securities are urged to
consult with counsel to ensure that the resale of thelwr securities complies with applicable securities legislation.

I}
The solicitation of proxies under the Arrangement 1s not subject to the requirements of Section 14(a) of the 1934 Act;

accordingly, this Circular has been prepared in ac
requirements are different than those of the Unite
financial statements included herein have been prej
auditing and auditor-independence standards, and
United States companies.

The securities to be issued in connection with th
SEC or securities regulatory authorities of an

.ordance with the disclosure requirements of Canadian law. Such
d States applicable to proxy statements under the 1934 Act. The
pared in accordance with Canadian GAAP, are subject to Canadian
imay not be comparable in all respects to financial statements of

e Arrangement have not been approved or disapproved by the
)y state of the United States, nor has the SEC or securities

regulatory authority of any state in the United States passed on the adequacy or accuracy of this circular. Any
representation to the contrary is a criminal offence.

CANADIAN FEDERAL INCOME TAX CONSIDERATIONS

The following summary describes the principal CHanadlan federal income tax considerations generally applicable to
Shareholders who are individuals (other than trustﬁ including trusts that govern deferred income plans under the ITA
such as registered retirement savings plans) or corporations who are not exempt from Canadian federal income tax,

who, for the purposes of the ITA, (i) deal at arms’ length with, and are not affiliated with, Mexgold and Gammon Lake,
(i1) hold their Common Shares as capital property, 'and (iii) immediately following the completlon of the Arrangement

will not, either alone or together with other per%ons with whom they do not deal at arm’s length, either control
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Gammon Lake or beneficially own shares of Gammon Lake which have a fair market value in excess of 50% of the fair
market value of all outstanding shares of Gammon }Lake Common Shares will generally be considered to be held as
capital property for purposes of the ITA by holders }‘thereof unless they are held in the course of carrymg on a business
or as part of an adventure or concern in the nature of trade. Certain Shareholders who are resident in Canada and
whose Common Shares might not otherwise qualify as capital property may be entitled, in certain circumstances, to
obtain such qualification for their Common Shares, and all other “Canadian securities” as defined in the ITA, owned by
such Shareholders, by making the irrevocable election permitted by subsection 39(4) of the ITA. This summary is not
applicable to a Shareholder: (i) that is a spec1ﬁed‘ﬁnanc1al institution” as defined in the ITA; (ii) that is a “financial
institution” as defined in the ITA for purposes of the ‘mark-to-market rules”; or (iii) an interest in which would be a
“tax shelter investment” under the ITA. |
The following summary is based on the current provmons of the ITA, the regulations thereunder, all proposals to
amend the ITA or the regulations publicly announc ed by the federal Minister of Finance prior to the date hereof, and
Mexgold’s understanding, based upon publicly available published materials, of the current administrative practices of
the CRA. :
I
This summary is not exhaustive of all Canadian f”ederal income tax considerations applicable to a Shareholder who
proposes to participate in or dissent in relation to the Arrangement. Other than publicly-announced proposals to amend
the ITA or the regulations, this summary does not take into account or anticipate changes in the ITA, the regulations or
the administrative practices of the CRA. Nor does this summary take into account provincial, territorial, or foreign tax
considerations, nor any considerations that may arise under any income tax convention or treaty which may have
application to a Securityholder in relation to its habllxty to or relief from taxation in Canada and any other country in
respect of which Canada has entered into such an m“ come tax convention or treaty that is currently in force.

\
This summary is of a general nature only and is %wt intended to be, nor should it be considered to be, legal or tax
advice to any particular person. Therefore, Securltyholders should consult their own tax advisors with respect
to their particular circumstances. H

This summary does not address all relevant iSSl::leS for Shareholders who acquired the Common Shares on the
exercise of an employee stock option. Such Shal“eholders should consult their own tax advisors. This summary
does not address income tax considerations appllcable to holders of Mexgold Warrants. Holders of Mexgold

Warrants should consult their own tax advisors.

Capital Gains and Losses }1
Reference is made in this summary of the tax conséquences of capital gains and losses realized upon the disposition of
Common Shares. ‘}

|
Generally, one-half of any such capital gain (a “taxable capltal gain”) realized upon, where applicable, a
Shareholder’s disposition of Common Shares will be included in its income for the year of disposition, and one-half of
any capital loss (an “allowable capital loss”) so reahzed where applicable, may be deducted by such Shareholder

. . . . | .
against its taxable capital gains for the taxation year in which the disposition occurs.

Subject to the detailed rules in the ITA, any excess of allowable capital losses over taxable capital gains of the said
Shareholder may be carried back up to three taxation years or forward indefinitely and deducted against net taxable
capital gains in those other years.

A Shareholder that is a “Canadian-controlied pri\f‘jate corporation” (as defined in the ITA) may be liable to pay an
additional refundable tax of 6 2/3% on its taxable capital gains.
|

Capital gains realized by individuals and certain tru%ts may be subject to alternative minimum tax under the ITA.
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Shareholders Resident in Canada Who Participate in the Arrangement

Exchange of Common Shares for Gammon Lake Common Shares - Without Election under the ITA

This part of the summary applies generally to Shar%holders who, for the purposes of the ITA, are or are deemed to be
resident in Canada and who participate in the Arrangement.

A Shareholder who exchanges Common Shares fory Gammon Lake Common Shares pursuant to the Arrangement and
who does not make an election under section 85 of the ITA, as described below, and who does not in its return of

income for the taxation year in which the exchaﬁ‘ge occurs include in its income any portion of the gain or loss

otherwise determined as a result of the exchange, v”vill, pursuant to subsection 85.1(1) of the ITA, be deemed to have
disposed of the Common Shares for proceeds, and to have acquired the Gammon Lake Common Shares at an aggregate
cost, equal to the “adjusted cost base” (as that phr”ase is defined in the ITA) of their Common Shares. The cost of
Gammon Lake Common Shares acquired by a Shareholder under the Arrangement must generally be averaged with the
adjusted cost base of all other Gammon Lake Comrrjion Shares owned by the Shareholder to determine the adjusted cost
base of a Gammon Lake Common Share from tim¢ to time. A future disposition or deemed disposition of Gammon
Lake Common Shares will result in the realization py the Shareholder of a capital gain (or capital loss) in the amount
by which the Shareholder’s proceeds of dispositionjexceed (or are less than) the sum of the adjusted cost base of such
Shareholder’s Gammon Lake Common Shares and the Shareholder’s reasonable expenses of such disposition.

Instead of the tax-deferred treatment described abm%e, a Sharcholder may choose, in filing its income tax return for the
taxation year in which the exchange occurs, to recolg,nize a gain or loss on such exchange for that year. A Shareholder
who may wish to recognize a gain or loss on such eﬁchange should first consult with its own tax advisors.

Exchange of Common Shares for Gammon Lake Co)?zmon Shares - With Flection under the ITA

Gammon Lake has agreed to give all Shareho]ders%the option of making a joint election with Gammon Lake for the
purposes of section 85 of the ITA. A Shareholder who elects to do so (an “Electing Holder”) may make a joint
election with Gammon Lake pursuant to section ‘T85 of the ITA and thereby obtain a full or partial tax-deferred
“rollover” for Canadian income tax purposes, depending on the “Elected Amount” (as defined below) and the adjusted
cost base to the Shareholder of the Common Shares at the time of the exchange. The “Elected Amount” means the
amount selected by an Electing Holder, subject to “the limitations described below, in the election made pursuant to
section 85 of the ITA to be treated as proceeds of disposition of Common Shares.

|

In general, the Elected Amount must comply with th:e following rules:

(a) the Elected Amount may not be less than|the lesser of the adjusted cost base to the Electing Holder of the
Common Shares exchanged, determined immediately before the time of the exchange, and the fair market
value of Common Shares at the time; and

b) the Elected Amount may not exceed the fair market value of the Common Shares at the time of the exchange.
Where an Electing Holder and Gammon Lake make! an election, the tax treatment to the Electing Holder generally will
be as follows: “
(a) the Common Shares will be deemed to fhave been disposed of by the Electing Holder for proceeds of
disposition equal to the Elected Amount; |
|
|
b) Aif such proceeds of disposition of the Com“mon Shares are equal to the aggregate of the adjusted cost base to
the Electing Holder of the Common Shares, determined immediately before the exchange and any reasonable
costs of disposition, no capital gain or capital loss will be realized by the Electing Holder;
|
{c) to the extent that such proceeds of disposition of the Common Shares exceed (or are less than) the aggregate
of the adjusted cost base thereof to the Eleécting Holder and any reasonable costs of disposition, the Electing
Holder will in general realize a capital gain|(or capital loss); and
\
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|

|

()] the aggregate cost to the Electing Holder of the Gammon Lake Common Shares acquired on the exchange will
‘be equal to the Elected Amount and the a‘:djusted cost base of such shares will generally be determined by

averaging the cost of such Gammon Lake Common Shares with the adjusted cost base of any other Gammon

Lake Common Shares held by that holder at that time as capital property.

An Electing Holder interested in making an election should indicate that intention in the Letter of Transmittal
in the space provided therein and a tax mstructlon letter, together with the relevant tax election forms, will be
sent to the Electing Holder at or about the time that the Electing Holder is sent the consideration to which the
Electmg Holder is entitled under the Arrangeant A tax instruction letter providing instructions on how to
complete the section 85 election forms, and rele‘vant election forms, may be obtained from the Depository by
checking the appropriate box on the Letter (“)f Transmittal and submitting the Letter of Transmittal in
accordance with the procedures set out in therein.

!

In order to make an election, an Electing Holder mufst ensure that two signed copies of the necessary election forms are
returned in accordance with the procedures set out in the tax instruction letter on or before 90 days after the completion
of the Arrangement duly completed with the details of the number of Common Shares transferred, the consideration
received and the applicable Elected Amounts for) the purposes of such elections. Subject to the election forms
complying with the provisions of the ITA (or ap;>H1icable provincial income tax law), one copy of the form will be
returned to the particular holder, signed by Gammon Lake for filing by the holder with the CRA (or the applicable
provincial tax authority). “

Gammon Lake will make an election under sectlon‘SS of the ITA (and the corresponding provisions of any applicable
provincial tax 1eglslat10n) only with an Electing Holder, and at the amount selected by the Electing Holder subject to
the limitations set out in the ITA (and any apphcabl‘e provincial tax legislation). Gammon Lake will not be responsible
for the proper completion or filing of any election and the Electing Holder will be solely responsible for the payment of
any late filing penalty. Gammon Lake agrees onl‘)‘/ to execute any properly completed election and to forward such

election by mail (within 90 days after the receipt thereof) to the Electing Holder. With the exception of execution of
the election by Gammon Lake, compliance with the requirements for a valid election will be the sole responsibility of
the Electing Holder making the election. Accordmély, neither Gammon Lake nor the Depositary will be responsible or
liable for taxes, interest, penalties, damages or expénses resulting from the failure by anyone to deliver any election in
accordance with the procedures set out in the tax in:§tmction letter, to properly complete any election or to properly file
it within the time prescribed and in the form prescribed under the ITA (or the corresponding provisions of any

applicable provincial tax legislation). |
|

In order for the CRA (and where applicable the Mmlstere du Revenu du Quebec) to accept a tax election without a late
filing penalty being paid by an Electing Holder, the election must be received by such revenue authorities on or before
the day that is the earliest of the days on or before v‘vhlch either Gammon Lake or the Electing Holder is required to file
an income tax return for the taxation year in wh1ch the exchange occurs. Gammon Lake’s current taxation year is
scheduled to end on December 31, 2006, althougl} Gammon Lake’s taxation year could end earlier as a result of an
event such as an amalgamation. Electing Holders are urged to consult their own advisers as soon as possible respecting
the deadlines applicable to their own particular 01rc‘umstances However, regardless of such deadlines, the tax election
forms of an Electing Holder must be received in ac cordance with the procedures set out in the tax instruction letter no
later than 90 days after the completion of the Arra ngement. Because Gammon Lake has agreed to execute and return
the election to the Electing Holder within 90 days“} of its receipt in accordance with the procedures set out in the tax
instruction letter, to avoid late filing penalties certain Electing Holders may be required to forward their tax election
forms to Gammon Lake before 90 days from the co‘mpletion of the Arrangement.

Any Electing Holder who does not ensure that a ”duly completed election has been received in accordance with the
procedures set out in the tax instruction letter on or before 90 days after the completion of the Arrangement will not be

able to benefit from the rollover provision in section 85 of the ITA (or the corresponding provisions of any applicable

provincial tax legislation). Accordingly, all Electing Holders who wish to enter into an election with Gammon Lake
should give their immediate attention to this matter“ The instructions for requesting a tax instruction letter are set out in
the Letter of Transmittal. Electing Holders are referred to [nformation Circular 76-19R3 and Interpretation Bulletin IT-
291R3 issued by the CRA for further 1nfomat10ﬁ respecting the election. Electing Holders wishing to make the
election should consult their own tax advisers. | An Electing Holder who does not make a valid election under
section 85 of the ITA may still benefit from a rollover as outlined above under the heading “Shareholders

Resident in Canada Who Participate in the Ar {rangement - Exchange of Common Shares for Gammon Lake
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Common Shares - Without Election under the ITA”. The comments herein with respect to such elections are
provided for general assistance only. The law in this area is complex and contains numerous technical requirements.

Dissenting Shareholders Resident in Canada

This part of the summary applies generally to SharTeholders who, for the purposes of the ITA, are resident in Canada
and are Dissenting Shareholders. |

A Dissenting Shareholder who receives a payment ‘Erom Mexgold for its Common Shares equal to the fair value of its
Common Shares generally will be deemed, under the ITA, to have received a dividend equal to the amount, if any, by
which the payment (excluding any interest awarded by the court) exceeds the paid-up capital of the Common Shares.
A dissenting Shareholder will be required to include‘; the amount of any interest in income.

|
Subject to the application of subsection 55(2) of ‘Tthe ITA, a Dissenting Shareholder will be required to include in
computing its income for a taxation year any dividends deemed to be received on the Common Shares. In the case of a
Dissenting Shareholder that is an individual (other‘than certain trusts), such dividends will be subject to the gross-up
and dividend tax credit rules normally applicable to taxable dividends received from taxable Canadian corporations.
Any such dividends deemed to be received by a Dissenting Shareholder that is a corporation will generally be

deductible in computing the corporation’s taxablé income. Subsection 55(2) of the ITA provides that where a
Y

Dissenting Shareholder that is a corporation would otherwise be deemed to receive a dividend, in certain circumstances
the deemed dividend may be deemed not to be received as a dividend and instead may be treated as proceeds of
disposition of the Common Shares for purposes of computing the Dissenting Shareholder’s capital gain or capital loss.
Dissenting Shareholders that are corporations sh buld consult their own tax advisors in this regard. A “private
corporation”, as defined in the ITA, or any other coljrporation controlled, whether because of a beneficial interest in one
or more trusts or otherwise, by or for the benefit of an individual (other than a trust) or a related group of individuals
(other than trusts), will generally be liable to pay a refundable tax of 33 1/3% under Part IV of the ITA on dividends
received (or deemed to be received) on the Comm 5n Shares to the extent such dividends are deductible in computing

taxable income for the year. |

|
The Dissenting Shareholder who receives a payment from Mexgold for its Common Shares will also realize a capital
gain (or a capital loss) to the extent that the amountpf the payment received (excluding any interest), less the amount of
the deemed dividend and of any costs of dispositio:[, exceeds (or is exceeded by) the adjusted cost base of such shares
to the Dissenting Shareholder. For a summary of the tax consequences of capital gains and losses, see “Capital Gains
and Losses” above. 1

Shareholders Not Resident in Canada Who Participate in the Arrangement

The following portion of the summary describes t‘he principal Canadian federal income tax considerations generally
applicable to a Shareholder who, at all relevant times, for purposes of the ITA and any applicable income tax treaty or
convention, is not and is not deemed to be residen‘lt in Canada, does not and will not use or hold Common Shares or
Gammon Lake Common Shares in a business cartied on in Canada and whose Common Shares do not, and whose
Gammon Lake Common Shares will not, constitut%s “taxable Canadian property” to the Shareholder as defined in the
ITA (a “Non-Resident Shareholder”). Common Shares and Gammon Lake Common Shares generally will not
constitute taxable Canadian property to a Shareholder at a particular time provided such shares were listed on a

prescribed stock exchange (which includes the TSX and the TSXV) at that time and the Non-Resident Shareholder,
persons with whom the Non-Resident Shareholde” does not deal at arm’s length, or the Non-Resident Shareholder
together with such persons, have not owned 25% lor more of the issued shares of any class or series of Mexgold or
Gammon Lake at any time during the 60-month perhiod that ends at that time.

Participation in the Arrangement and Exercise of D;issent Rights
The consequences under the ITA of the Arranéement to a Non-Resident Shareholder, including Non-Resident
Shareholders who dissent to the Arrangement, willl generally be as described under “Shareholders Resident in Canada
Who Participate in the Arrangement” and “Disscji}nting Shareholders Resident in Canada”. However, any interest
awarded by a court to a dissenting Non-Resident Shareholder will be subject to Canadian withholding tax at a rate of
25%, subject to reduction under the provisions of ‘;an applicable income tax treaty. Under the Canada-United States
Tax Convention (1980) (the “U.S. Treaty™), the rate of withholding tax on interest paid to a dissenting Non-Resident
\
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Shareholder that is resident in the United States for|purposes of the U.S. Treaty (in this summary, a “U.S. Holder”) is
generally reduced to 10%. To the extent that an amount paid to a dissenting Non-Resident Shareholder is treated as a
dividend paid to that Shareholder, such dividend will be subject to Canadian withholding tax at a rate of 25%, subject
to reduction under the provisions of an applicable income tax treaty. Under the U.S. Treaty, the rate of withholding tax
on dividends paid to a U.S. Holder is generally reduced to 15%. Non-Resident Shareholders should consult their own
tax advisors as to the tax consequences to them undér the ITA of participating in the Arrangement or dissenting thereto.

Holding and Disposing of Gammon Lake Common Shares

A Non-Resident Shareholder will not be liable to Canadian tax on a capital gain realized on a disposition of a Gammon
Lake Common Share unless such security constitutqjs taxable Canadian property. Shareholders whose Common Shares
constitute or whose Gammon Lake Common Shares will constitute taxable Canadian property should consult their own

tax advisors.

Dividends paid or deemed paid to a Non-Resident %hareholder on the Gammon Lake Common Shares will be subject
to Canadian withholding tax at a rate of 25%, Wthh rate may be reduced under the provisions of an applicable income

tax treaty. Under the U.S. Treaty, the rate of w1thho‘1d1ng tax on dividends paid to a U.S. Holder is generally reduced to
15%.

|

|

Holders of Mexgold Options Resident in Canada

This part of the summary is applicable to Optionhol‘;ders who, for the purposes of the ITA, (i) are resident in or deemed
to be resident in Canada, (ii) are current or former employees of Mexgold (or any subsidiary thereof), (iii) deal at arm’s

length with such corporation, and (iv) received their Mexgold Options in respect of, in the course of, or by virtue of,
employment. “

On the exchange of Mexgold Options for Gammon, Lake Options under the Arrangement, an Optionholder who holds

Mexgold Options may, in certain circumstances and subject to certain conditions, be deemed under the ITA not to have
disposed of Mexgold Options and not to have acqui#ed the Gammon Lake Options, and the Gammon Lake Options will
be deemed under the ITA to be the same as, and a ¢ontinuation of, Mexgold Options exchanged therefor. As a result,
in those circumstances and subject to those conditi((]ms, no disposition arises on the exchange that otherwise may have
been taxable to such Optionholder. One of those ‘%:onditions, among others, that must be met is that the amount by

which the fair market value of the Gammon Lakﬁe Common Shares, immediately after the exchange of Mexgold
Options for Gammon Lake Options, exceeds the exercise price to acquire Gammon Lake Common Shares pursuant to

the Gammon Lake Options, must not exceed the hamount by which the fair market value of the Common Shares,
immediately before the exchange, exceeds the exercise price to acquire Common Shares pursuant to Mexgold Options.

The circumstances that must exist and condmon‘s that must be met so that the consequences summarized in the
preceding paragraph apply will vary, based in large measure on facts related to the specific Optionholder.

Counsel to Gammon Lake is not in a position to advise on whether or not Gammon Lake Options, acquired in
exchange for Mexgold Options, will provide to holders thereof any tax benefits. Accordingly, Optionholders to
whom this paragraph may apply should obtain advnce from their own tax advisors.

Where the necessary conditions are not met, an (%ptionholder who exchanges Mexgold Options for Gammon Lake
Options will generally realize a taxable benefit, Whl“(‘?h must be included in computing his or her income for the year the
exchange occurs. The taxable benefit is the amoux‘;)t calculated as the difference between the fair market value of the
Gammon Lake Options he or she receives on the e‘,xchange less any consideration he or she paid to acquire Mexgold
Options. In certain circumstances, the employee may be entitled to a deduction in computing his or her income for that

year equal to one-half of the taxable benefit. The circumstances that must exist and conditions that must be met to

[

claim this deduction will vary, based in large measure on facts related to the specific Optionholder. Further,

counsel to Gammon Lake is not in a position to” advise on whether or not Gammon Lake Options, acquired in
exchange for Mexgold Options, will provide to }ﬁolders thereof any tax benefits. Accordingly, Optionholders to
whom this paragraph may apply should obtain advme from their own tax advisors.

U.S. FEDERAL INCOME TAX CONSIDERATIONS
]
The following is a summary of the anticipated m‘éterial U.S. federal income tax consequences to U.S. Holders (as

defined below) arising from and relating to the Arra‘ngement




This summary is for general information purposes c)nly and does not purport to be a complete analysis or listing of all
potential U.S. federal income tax consequences that may apply to a U.S. Holder as a result of the Arrangement. In
addition, this summary does not take into account the individual facts and circumstances of any particular U.S. Holder
that may affect the U.S. federal income tax conseqL‘ ences of the Arrangement to such U.S. Holder. Accordingly, this
summary is not intended to be, and should not be cc},mstrued as, legal or U.S. federal income tax advice with respect to
any U.S. Holder. U.S. Holders should consult their own financial advisor, legal counsel, or accountant regarding the
U.S. federal, U.S. state and local, and foreign tax cori‘lsequences of the Arrangement.

Notice Pursunant to IRS Circular 230

Anything contained in this summary conceming an)H/ U.S. federal tax issue is not intended or written to be used, and it
cannot be used by a U.S. Holder, for the purpose of“avoiding U.S. federal tax penalties under the Code. This summary
was written to support the promotion or marketing of the transactions or matters addressed by this Circular (including
the Arrangement). Each U.S. Holder should seek| U.S. federal tax advice, based on such U.S. Holder’s particular
circumstances, from an independent tax advisor. ‘\

|

|

No Legal Opinion or IRS Ruling “
No legal opinion from U.S. legal counsel or ruling Tfrom the IRS has been requested, or will be obtained, regarding the
U.S. federal income tax consequences of the Arrangement to U.S. Holders. This summary is not binding on the IRS,
and the TRS is not precluded from taking a position that is different from, and contrary to, the positions taken in this
summary. In addition, because the authorities on \Lfvhich this summary is based are subject to various interpretations,
the IRS and the U.S. courts could disagree with one‘:or more of the positions taken in this summary.

!

Scope of this Disclosure ‘/i

Authorities i

This summary is based on the Code, Treasury Regu&ations (whether final, temporary, or proposed), published rulings of
the IRS, published administrative positions of the IRS, and U.S. court decisions that are applicable and, in each case, as
in effect and available, as of the date of this Circul;}ir. Any of the authorities on which this summary is based could be
changed in a material and adverse manner at any time, and any such change could be applied on a retroactive basis.
This summary does not discuss the potential effectt};, whether adverse or beneficial, of any proposed legislation that, if

enacted, could be applied on a retroactive basis. |

U.S. Holders !

For purposes of this summary, a “U.S., Holder” is a beneficial owner of Common Shares that for U.S. federal income
tax purposes is (a) an individual who is a citizen or|resident of the U.S., (b) a corporation, or any other entity classified
as a corporation for U.S. federal income tax purposes, that is created or organized in or under the laws of the U.S., any
state in the U.S., or the District of Columbia, (c) an}{ estate if the income of such estate is subject to U.S. federal income
tax regardless of the source of such income, or (d) a trust if (i) such trust has validly elected to be treated as a U.S.
person for U.S. federal income tax purposes or (ii) a U.S. court is able to exercise primary supervision over the
administration of such trust and one or more U.S. persons have the authority to control all substantial decisions of such

|
trust. ‘

Non-U.S. Holders r‘
|
A “non-U.S. Holder” is a beneficial owner of Common Shares other than a U.S. Holder. This summary does not
address the U.S. federal income tax consequences, of the Arrangement to non-U.S. Holders. Accordingly, non-U.S.
Holders should consult their own financial advisor, legal counsel, or accountant regarding the U.S. federal, U.S. state
and local, and foreign tax consequences (including the potential application and operation of any income tax treaties) of
the Arrangement. |
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U.S. Holders Subject to Special U.S. Federal Income;’ Tax Rules Not Addressed

This summary does not address the U.S. federal income tax consequences of the Arrangement to U.S. Holders that are
subject to special provisions under the Code, including the following U.S. Holders: (a) U.S. Holders that are tax-
exempt organizations, qualified retirement plans,|individual retirement accounts, or other tax-deferred accounts;
(b) U.S. Holders that are financial institutions, insurance companies, real estate investment trusts, or regulated
investment companies; (c) U.S. Holders that are dealers in securities or currencies or U.S. Holders that are traders in
securities that elect to apply a mark-to-market accounting method; (d) U.S. Holders that have a “functional currency”
other than the U.S. dollar; () U.S. Holders that own Common Shares as part of a straddle, hedging transaction,
conversion transaction, constructive sale, or other arrangement involving more than one position; (f) U.S. Holders that
acquired Common Shares in connection with the exFrcise of employee stock options or otherwise as compensation for
services; (g) U.S. Holders that hold Common Share> other than as a capital asset within the meaning of section 1221 of
the Code; or (h) U.S. Holders that own (directly, 111d1rectly, or constructively), or have owned (directly, indirectly or
constructively) in the five years preceding the Effective Date, 10% or more of the total combined voting power of the
outstanding voting shares of Mexgold. In addition] this summary does not discuss the application of the “alternative
minimum tax” rules under the Code. U.S. Holders that are subject to special provisions under the Code, including U.S.
Holders described immediately above, should cc‘nsult their own financial advisor, legal counsel, or accountant
regarding the U.S. federal income tax consequences )of the Arrangement.

|
If an entity that is classified as a partnership for U.S. federal income tax purposes holds Common Shares, the U.S.
federal income tax consequences of the Arrangemerit to such partnership and the partners of such partnership generally
will depend on the activities of the partnership and the status of such partners. Partners of entities that are classified as
partnerships for U.S. federal income tax purposes should consult their own financial advisor, legal counsel or
accountant regarding the U.S. federal income tax consequences of the Arrangement.

[

Tax Consequences in Other Jurisdictions Not Addressed
\
This summary does not address the U.S. state or local tax consequences, or the tax consequences in jurisdictions other
than the U.S,, of the Arrangement to U.S. Holders! Each U.S. Holder should consult its own financial advisor, legal
counsel, or accountant regarding the U.S. federal U.S. state and local, and foreign tax consequences of the
Arrangement.

Transactions Not Addressed

This summary does not address the U.S. federal income tax consequences to U.S. Holders of transactions entered into
prior to, concurrently with, or subsequent to the Arr:angement (regardless of whether any such transaction is undertaken
in connection with the Arrangement), mcludmg, but not limited to, the following transactions: (a)any exercise of any
stock option, warrant, or other right to acquire Common Shares; (b) any conversion or assumption of any stock option,
warrant, or other right to acquire Common Shares into a stock option, warrant, or other right to acquire Gammon Lake
Common Shares; (c) any conversion or dlSpOSlthI"‘l of any note, debenture, or other debt instrument of Mexgold; or

(d) any conversion of one class of shares of Mexgold into a different class of shares of Mexgold.

U.S. Federal Income Tax Consequences of the At}'rangement
The Arrangement as a Tax-Deferred Reorganizatioﬁ

i‘
The Arrangement will be effected under applica‘ljale provisions of Canadian corporate law, which are technically
different from analogous provisions of U.S. corpo‘i‘ate law. Whether the Arrangement will qualify as a tax-deferred
reorganization under section 368(a) of the Code { (a “Reorganization™) will depend on the resolution of numerous
factual issues, some of which may not be known untll the Effective Time, and the application of complex U.S. federal
income tax laws. As of the date of this Circular, Gammon Lake and Mexgold anticipate that they each will treat the
Arrangement as a Reorganization. “

There can be no assurance, however, that the IRS v‘vﬂl not challenge the status of the Arrangement as a Reorganization
or that the U.S. courts will uphold the status of the“Arrangement as a Reorganization in the event of an IRS challenge.

The requirements that must be satisfied in order fqr the Arrangement to qualify as a Reorganization are complex, and
each U.S. Holder should consult its own financial advisor, legal counsel, or accountant regarding these requirements.

!
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As discussed above, there can be no assurance that the Arrangement will qualify as a Reorganization. Assuming,
however, that the Arrangement qualifies as a Reorganization, subject to the “passive foreign investment company”
rules and the Treasury Regulations under section |367(a) of the Code discussed below, the following U.S. federal
income tax consequences would result to U.S. Holde‘rS'
|
(a) no gain or loss would be recognized by a U.S. Holder on the exchange of Common Shares for

Gammon Lake Common Shares pl”lrsuant to the Arrangement;

(b) the aggregate tax basis of a U.S. I-“Iolder in the Gammon Lake Common Shares acquired in exchange
for Common Shares pursuant to the Arrangement would be equal to such U.S. Holder’s aggregate tax
basts in the Common Shares exchanged

(©) the holding period of a U.S. Holder for the Gammon Lake Common Shares acquired in exchange for
Common Shares pursuant to the H Arrangement would include such U.S. Holder’s holding period for

the Common Shares exchanged; and

(d) certain U.S. Holders that exchangg Common Shares for Gammon Lake Common Shares pursuant to

the Arrangement would be requ1ﬂed to report certain information to the IRS on their U.S. federal
income tax returns for the taxablelyear in which the Arrangement occurs and to retain certain records

related to the Arrangement, I

‘The Treasury Regulations under section l367(a) of the Code generally require a U.S. Holder that owns
(applying certain ownership attribution rules under section 318 of the Code), immediately after the Effective Time,
Gammon Lake Common Shares representing five p:;ercent (5%) or more of the total voting power or the total value of
all of the outstanding stock of Gammon Lake (a “TS% Shareholder”) to enter into a gain recognition agreement (a
“GRA”) in order to preserve Reorganization treatment with respect to the Arrangement. Generally, a GRA would
require a 5% Shareholder to recognize the gain realized but not recognized pursuant to the Arrangement if, before the
close of the fifth full taxable year following the clollse of the taxable year of the Arrangement, (a) Gammon Lake were
to dispose (other than in certain tax-deferred transflers) of the Common Shares or (b) Mexgold were to dispose (other
than in certain tax-deferred transfers) of “substantlally all” of its assets. A 5% Shareholder would be required to report
such gain on an amended U.S. federal income ta)l return for the taxable year of the Arrangement, unless such 5%
Shareholder elects in its GRA to recognize such gain in the taxable year that such gain under the GRA is triggered. In
addition to the tax payable with respect to such ga1rl the 5% Shareholder would be required to pay interest on such tax
as if such tax were payable for the taxable year of the Arrangement. A 5% Shareholder who files a GRA will also be
required to file a waiver of the period of lxmltatl‘lon on the assessment of tax regarding such gain and an annual
certification statement for the term of the GRA. U.S. Holders should consult their own financial advisor, legal counsel,
or accountant regarding the Treasury Regulations|under section 367(a) of the Code, including the requirement for
entering into a GRA in order to preserve Reorganization treatment with respect to the Arrangement and the operation of
a GRA. |
|
The Arrangement as a Taxable Transaction

As discussed above, there can be no assurance that the Arrangement will qualify as a Reorganization. Accordingly, the

Arrangement may be treated as a taxable transaHtxon for U.S. federal income tax purposes. Assuming that the
Arrangement does not qualify as a Reorganization, ﬁubject to the “passive foreign investment company” rules discussed
below, the following U.S. federal income tax consequences would result to U.S. Holders:

|
(a) a U.S. Holder would recognize glam or loss in an amount equal to the difference, if any, between
(i) the fair market value of Gamgnon Lake Common Shares received by such U.S. Holder in the
Arrangement and (if) the tax basis of such U.S. Holder in the Common Shares exchanged in the

Arrangement; l

|

(b) the tax basis of a U.S. Holder %n the Gammon Lake Common Shares acquired in exchange for
Common Shares pursuant to th$ Arrangement would be equal to the fair market value of the
Gammon Lake Common Shares on the date of receipt; and

l
(©) the holding period of a U.S. Holdpr for the Gammon Lake Common Shares acquired in exchange for
Common Shares pursuant to the Arrangement would begin on the day after the date of receipt.
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Potential Application of the PFIC Rules to the Arvan

gemerzt

Qualification of Gammon Lake and Mexgold as PFsz

A foreign corporation generally will be a “passive foreign investment company” under section 1297 of the Code (a
“PFIC”) if, for a taxable year, (a) 75% or more of Ehe gross income of the foreign corporation for such taxable year is
passive income or (b) 50% or more of the assets held by the foreign corporation either produce passive income or are

held for the production of passive income, based o
for example, dividends, interest, certain rents and
certain gains from commodities transactions. For
gains arising from the sale of commodities gener

n the fair market value of such assets. “Passive income” includes,
royalties, certain gains from the sale of stock and securities, and
ransactions entered into after December 31, 2004, active business
ally are excluded from “passive income” if substantially all of a

foreign corporation’s commodities are (a) stock in t:rade of such foreign corporation or other property of a kind which
would properly be included in inventory of such foreign corporation, or property held by such foreign corporation
primarily for sale to customers in the ordinary course of business, (b) property used in the trade or business of such
foreign corporation that would be subject to the; allowance for depreciation under section 167 of the Code, or
(c) supplies of a type regularly used or consumed by such foreign corporation in the ordinary course of its trade or
business.

For purposes of the PFIC income test and asset|test described above, if a foreign corporation owns, directly or
indirectly, 25% or more of the total value of the outstanding shares of another foreign corporation, the foreign
corporation will be treated as if it (a)held a propé‘)rtlonate share of the assets of such other foreign corporation and
(b) received directly a proportionate share of the mc“ome of such other forelgn corporation. In addition, for purposes of
the PFIC income test and asset test described abovr‘F ‘passive income” does not include any interest, dividends, rents,
or royalties that are received or accrued by a foreign corporation from a “related person” (as defined in
section 954(d)(3) of the Code), to the extent such items are properly allocable to the income of such related person that
is not passive income. |

Mexgold believes that it was not a PFIC with respect to prior taxable years, and based on currently available
information, Mexgold expects that it will not be é PFIC for the current taxable year. Based on currently available
information, Gammon Lake expects that it will not be a PFIC for the taxable year that includes the day after the
Effective Date. Whether Gammon Lake will be a PFIC for the taxable year that includes the day after the Effective

Date depends on the assets and income of Gammojn Lake over the course of such taxable year and, as a result, cannot
be predicted with certainty as of the date of this Circular. The determination of whether Mexgold or Gammon Lake
was, or will be, a PFIC for a taxable year depends, in part, on the application of complex U.S. federal income tax rules,
which are subject to differing interpretations. Acc‘ordmgly, there can be no assurance that the IRS will not challenge

the determination made by Mexgold or Gammon Lake concerning their respective PFIC status.

/r




In the event that Mexgold currently is a PFIC or was a PFIC at any time during a U.S. Holder’s holding period for the
Common Shares, the effect of the PFIC rules on the U.S. federal income tax consequences of the Arrangement to such
U.S. Holder will depend on whether such U.S. Holher has made a timely and effective election to treat Mexgold as a
“qualified electing fund” (“QEF”) under section 1295 of the Code (a “QEF Election™). In order to have made a timely
and effective QEF Election with respect to Mexgold‘ a U.S. Holder must have made such QEF Election for the tax year
that is the first year in such U.S. Holder’s holding pFnod for the Common Shares during which Mexgold qualified as a
PFIC. In this summary, a U.S. Holder that has made a timely and effective QEF Election is referred to as an “QEF
Electing Shareholder” and a U.S. Holder that has‘ not made a timely and effective QEF Election is referred to as a
“Non-QEF Electing Shareholder”.

If a U.S. Holder has not made a timely and effecti\\e QEF Election, such U.S. Holder may qualify as a QEF Electing

Shareholder by filing, on a timely filed U.S. feder.

“deemed sale election” to recognize, under the rules
otherwise recognize if such U.S. Holder sold the Co
the first day of Mexgold’s tax year in which Mex

deemed sale election may be made only if such U.S

U.S. Holders should be aware that an attempted QE
keeping requirements that apply to a QEF, or has

require to report under the QEF rules, with respec
Holder should consult its own financial advisor, leg

11 income tax return (including extensions), a QEF Election and a
\of section 1291 of the Code, any gain that such U.S. Holder would
mmon Shares on the qualification date. The “qualification date” i

[gold qualified as a QEF with respect to such U.S. Holder. The
'Holder held Common Shares on the qualification date.

F Election will not be effective if Mexgold has not satisfied record
ot supplied U.S. Holders with information that such U.S. Holders
to each taxable year in which Mexgold was a PFIC. Each U.S.
al counsel, or accountant regarding whether a QEF Election may be

made with respect to Mexgold.

The effect of the PFIC rules on the U.S. federal i income tax consequences of the Arrangement to a U.S. Holder may
also depend on whether such U.S. Holder has made a mark-to-market election under section 1296 of the Code (a
“Mark-to-Market Election™) with respect to the[Common Shares. A U.S. Holder may make a Mark-to-Market
Election only if the Common Shares are marketable stock. The Common Shares generally will be “marketable stock”
if the Common Shares are regularly traded on a q”ualiﬁed exchange or other market. For this purpose, a “qualified
exchange or other market” includes (a)a nation#l securities exchange that is registered with the Securities and
Exchange Commission, (b) the national market s}y’lstem established pursuant to section 11A of the Securities and
Exchange Act of 1934, or (¢) a foreign securities ey;{change that is regulated or supervised by a governmental authority
of the country in which the market is located, pr‘c3>vided that (i) such foreign exchange has trading volume, listing,
financial disclosure, surveillance, and other requirements designed to prevent fraudulent and manipulative acts and
practices, remove impediments to and perfect the mechanism of a free, open, fair, and orderly market, and protect
investors (and the laws of the country in which the foreign exchange is located and the rules of the foreign exchange
ensure that such requirements are actually enforced) (ii) the rules of such foreign exchange effectively promote active
trading of listed stocks. If the Common Shares aré ttraded on such a qualified exchange or other market, the Common
Shares generally will be “regularly traded” for any‘ calendar year during which the Common Shares are traded, other
than in de minimis quantities, on at least 15 days durmg each calendar quarter. Each U.S. Holder should consult its
own financial advisor, legal counsel, or accountant regarding whether a Mark-to-Market Election may be made with
respect to the Common Shares. ‘

The PFIC rules are complex, and each U.S. Hc;lder should consult its own financial advisor, legal counsel, or
accountant regarding the PFIC rules and how the PFIC rules may affect the U.S. federal income tax consequences of
the Arrangement. {‘

|

Effect of PFIC Rules on the Arrangement as a Reorg‘ anization

In the event that Mexgold currently is a PFIC or was a PFIC at any time during a U.S. Holder’s holding period for the
Common Shares certain proposed Treasury RegL"latlons under section 1291(f) of the Code (the “Proposed PFIC
Regulations™) may cause a U.S. Holder to recognize gain (but not loss) on the exchange of Common Shares for

Gammon Lake Common Shares pursuant to the Arrangement {even though the Arrangement otherwise qualifies as a

Reorganization). The effect of the Proposed PFIC|
for Gammon Lake Common Shares pursuant to thy

‘Regulations on the exchange by a U.S. Holder of Common Shares
e Arrangement will depend on whether such U.S. Holder is a QEF

Electing Shareholder or a Non-QEF Electing Sharelllolder.
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Non-QEF Electing Shareholders
Under the Proposed PFIC Regulations, a Non-QE}: Electing Shareholder is not required to recognize gain upon a
Reorganization if such Non-QEF Electing Shareholder exchanges stock in a PFIC for stock of the same or another
foreign corporation that qualifies as a PFIC for its ‘taxable year that includes the day after the exchange. However,
under the Proposed PFIC Regulations, a Non-QEP Electing Shareholder will recognize gain (but not loss) upon a
Reorganization if such Non-QEF Electing Sharecholder exchanges stock in a PFIC for stock of another foreign
corporation that does not qualify as a PFIC for its taxable year that includes the day after the exchange.
|

As discussed above, based on currently available in Lormation, Gammon Lake expects that it will not be a PFIC for the
taxable year that includes the day after the Effective Date.

|
If Gammon Lake does not qualify as a PFIC for its taxable year that includes the day after the Effective Date, under the
Proposed PFIC Regulations, a Non-QEF Electing Shareholder generally would recognize gain (but not loss) on the
Arrangement (even though the Arrangement otherwise qualifies as a Reorganization). The amount of such gain
recognized by a Non-QEF Electing Shareholder wrguld be equal to the difference, if any, between (a) the fair market
value of the Gammon Lake Common Shares received by such U.S. Holder pursuant to the Arrangement and (b) the tax
basis of such U.S. Holder in the Common Shares e>‘;‘changed pursuant to the Arrangement. Such gain recognized by a
Non-QEF Electing Shareholder generally would (a) be allocated pro rata over such Non-QEF Electing Shareholder’s
holding perlod for the Common Shares, (b) be sub_]ect to U.S. federal income tax at the highest rate applicable to
ordmary income in each such year, and (c) result in ('an interest charge on any U.S. federal income tax liability for each
prior year, calculated as if such tax had been due wrt‘h respect to such prior year.

If Gammon Lake does qualify as a PFIC for its taxable year that includes the day after the Effective Date, assuming
that the Arrangement qualifies as a Reorganization,| | the Proposed PFIC Regulations generally would not cause a Non-
QEF Electing Shareholder to recognize gain on the‘ rexchange of Common Shares for Gammon Lake Common Shares
pursuant to the Arrangement. ‘

QFF Electing Shareholders i‘

Under the Proposed PFIC Regulations, a QEF Electing Shareholder is not required to recognize gain upon a
Reorganization. Accordingly, assuming that theJArrangement qualifies as a Reorganlzanon the Proposed PFIC
Regulations generally would not cause a QEF Electing Shareholder to recognize gain on the exchange of Common

Shares for Gammon Lake Common Shares pursuani{ to the Arrangement.

Mark-to-Market Electing Shareholders

The Proposed PFIC Regulations do not address w‘}jrether a Non-QEF Electing Shareholder that has made a Mark-to-
Market Election would be required to recognize ga‘;in (but not loss) on the exchange of Common Shares for Gammon
Lake Common Shares pursuant to the Arrangement (even though the Arrangement otherwise qualifies as a
Reorganization). Each U.S. Holder that has made e‘jl Mark-to-Market Election should consult its own financial advisor,
legal counsel, or accountant regarding how such ‘Mark-to-Market Election may affect the U.S. federal income tax
consequences of the Arrangement in the event that t}pe Arrangement qualifies as a Reorganization.
PFIC Information Reporting

i
The Proposed PFIC Regulations require a Non-Q]ﬁF Electing Shareholder to report certain information to the IRS on
Form 8621 together with such Non-QEF Electing {“Shareholder’s U.S. federal income tax return for the taxable year in
which the Arrangement occurs. Each U.S. Holder %hould consult its own financial advisor, legal counsel, or accountant
regarding its information reporting responsibilitieus under the Proposed PFIC Regulations in connection with the
Arrangement. ‘j‘
I
|

The Proposed PFIC Regulations are currently draﬁed to be effective for transactions occurring on or after April 11,
1992. If the Proposed PFIC Regulations are adoptéd in their current form, the U.S. federal income tax consequences to

a U.S. Holder should be as described above. However because the Proposed PFIC Regulations have not been adopted

Status of Proposed PFIC Regulations
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in final form, the Proposed PFIC regulations are not|currently effective and there can be no assurance that the Proposed
PFIC regulations will be finally adopted in their ‘;current form or with the effective date proposed. The IRS has
announced that, in the absence of final Treasury Regulations, taxpayers may apply reasonable interpretations of the
provisions of the Code applicable to PFICs and that the rules set forth in the Proposed PFIC Regulations are a

reasonable interpretation of those Code provisions.

Effect of PFIC Rules on the Arrangement as a Taxah%le Transaction

In the event that Mexgold currently is a PFIC or wahs a PFIC at any time during a U.S. Holder’s holding period for the
Common Shares and the Arrangement is treated as zﬂ taxable transaction for U.S. federal income tax purposes, the PFIC
rules will apply to gain, if any, recognized by a U§ Holder on the exchange of Common Shares for Gammon Lake
Common Shares pursuant to the Arrangement. In Haddmon in the event that Mexgold currently is a PFIC or was a
PFIC at any time during a U.S. Holder’s holding period for the Common Shares, the PFIC rules will apply to gain, if
any, recognized by a U.S. Holder that exercises thg right to dissent from the Arrangement and is paid cash for all of

such U.S. Holder’s Common Shares.

Non-QEF Electing Shareholders i

Under the PFIC rules, gain recognized in the Arrangernent by a Non-QEF Electing Shareholder generally would () be
allocated pro rata over such Non-QEF Electing Shareholder s holding penod for the Common Shares, (b) be subject to
U.S. federal income tax at the highest rate apphcable to ordmary income in each such year, and (c) result in an interest
charge on any U.S. federal income tax liability for gach prior year, calculated as if such tax had been due with respect

to such prior year. /
QEF Electing Shareholders :

Gain or loss recognized in the Arrangement by a QEF Electing Shareholder generally would be treated as capital gain
or loss. g

|
Mark-to-Market Electing Shareholders ‘

Gain or loss recognized in the Arrangement by a U. S Holder that has made a Mark-to-Market Election generally would
be treated as ordinary income or loss (limited, in tﬂe case of losses, to the excess, if any, of (a) the amount included in
ordinary income for prior taxable years because of such Mark-to-Market Election over (b) the amount allowed as a
deduction in computing adjusted gross income for F:I'IOI‘ taxable years because of such Mark-to-Market Election).
Information Reporting; Backup Withholding Taj;x
The exchange of Common Shares for Gammon Lai(e Common Shares pursuant to the Arrangement may be subject to
information reporting and backup withholding tax‘ at the rate of 28%, if a U.S. Holder (a) fails to furnish such U.S.
Holder’s correct U.S. taxpayer identification number (generally on Form W-9), (b) furnishes an incorrect U.S. taxpayer
identification number, (c) is notified by the IRS tl"at such U.S. Holder has prev1ously failed to properly report items
subject to backup withholding tax, or (d) fails to cemfy under penalty of perjury, that such U.S. Holder has furnished
its correct U.S. taxpayer identification number and that the IRS has not notified such U.S. Holder that it is subject to
backup withholding tax. However, U.S. Holders t‘hat are corporations generally are excluded from these information
reporting and backup withholding tax rules. Any émounts withheld under the U.S. backup withholding tax rules will
be allowed as a credit against a U.S. Holder’s U.S. federal income tax liability, if any, or will be refunded, if such U.S.
Holder furnishes required information to the IRS.| Each U.S. Holder should consult its own financial advisor, legal

counsel, or accountant regarding the information re}")orting and backup withholding tax rules.
]

MEXICAN FEDERAIL INCOME TAX CONSIDERATIONS
|
The following is a summary of the principal Mexican federal income tax considerations generally applicable to

Canadian and U.S. Securityholders in respect of thé Arrangement. This summary:




e is based on the current provisions of the Mexican Income Tax Law (the “MITL”), the income tax treaty between
Mexico and Canada (the “Canadian Treaty™) ‘and the income tax treaty between Mexico and the United States

Tax (the “U.S. Treaty”); |

!

e is based on the understanding that no person ow‘ns 25% or more of the Common Shares and/or Mexgold Options;

e is based on the assumption that the Common Shares and the Mexgold Options are capital property to the holders
thereof, and that such shares and options derive|more than 50% of their value from immovable property situated in
Mexico;

* does not take into account or anticipate any legislative, regulatory, administrative or judicial changes that may
affect the validity of the comments set out herei:h;
il
¢ is not binding on the Mexican tax authority, aﬂd such authority is not precluded from taking positions that differ
from or are contrary to those expressed herein; %nd
I
e is of a general nature only, and is not intended‘f to be, nor should it be construed to be, legal or tax advice to any
particular person. Securityholders should consult their own tax advisors with respect to their particular
circumstances. H
l
General Rules ;
[
The exchange of Common Shares and Mexgold %)ptions for Gammon Lake Common Shares and Gammon Lake
Options, respectively, will constitute a disposition for Mexican income tax purposes. Under the MITL, persons who
are non-residents of Mexico and who dispose of shares in a company that is also a Mexican non-resident will generally
be subject to Mexican tax at a rate of 25% on the gr%)ss proceeds received on such disposition, if the shares derive more
than 50% of their value from immovable property situated in Mexico (any such shares being hereinafter referred to as
“Subject Shares”). Alternatively, eligible persons hlay appoint a legal representative in Mexico to pay the applicable
taxes on a net basis (calculated at 29% of the net giin). That legal representative would also have to prepare and sign
on the taxpayer’s behalf the applicable tax returl:{l, and file with that return a certification by a Certified Public
Accountant as to the nature of the transaction. If, however, the person is a resident of a country with which Mexico has
entered into a tax treaty, that person may be relieved of its obligation to pay the foregoing Mexican tax, depending on

the provisions of that treaty.
Canadian Residents i
. |

Exchange of Common Shares ‘
Since the Common Shares derive more than 50% of their value from immovable property situated in Mexico, the
Common Shares qualify as Subject Shares. Undér the Canadian Treaty, however, Sharcholders who are Canadian
residents will not be required to pay Mexican inconie tax in respect of the disposition of their Common Shares pursuant
to the Arrangement. This is so because the Canadian Treaty does not permit Mexico to tax gains realized on the
disposition of shares, if those shares are shares of a fcj;ompany (such as Mexgold) that is not a resident of Mexico.

Exchange of Mexgold Options H

li
The exchange of Mexgold Options by a Canadian-resident Securityholder will be treated in the same manner as an
exchange of Common Shares by any such Securityholder. '

U.S. Residents

Exchange of Common Shares

U.S. residents who qualify for benefits under the “U.S. Treaty and who dispose of Common Shares pursuant to the
Arrangement will similarly be relieved from having to pay Mexican income tax in respect of such disposition. Like the
Canadian Treaty, the U.S. Treaty does not permit|Mexico to tax gains realized on the disposition of shares, if those
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|

shares are shares of a company that is not a resident of Mexico. Indeed, under the U.S. Treaty, even if the shares are
considered shares of a Mexican-resident company, a U.S. resident will not be subject to Mexican tax on any gain
realized on the disposition of such shares, unless, during the 12-month period preceding such disposition, that U.S.
resident directly or indirectly owned more than 25%]of the shares of the company.

|

The exchange of Mexgold Options by a U.S.-resident Securityholder will be treated in the same manner as an exchange
of Common Shares by any such Securityholder. ‘
|

A Canadian or U.S. resident Securityholder that exercises the right to dissent from the Arrangement and is paid cash for
their Common Shares will be treated in the same manner, for Mexican tax purposes, as an exchange of Common Shares
by any such Securityholder. H

i

Exchange of Mexgold Options

Dissenting Shareholders

Residents of Other Countries

. . . I . . .
Securityholders that are resident of countries other t;han Canada or the United States should consult with their own tax
advisors as to the Mexican tax implications of a Elisposition by them of Common Shares and/or Mexgold Options
pursuant to the Arrangement. :

!
R;ISK FACTORS

The proposed combination of Gammon Lake an(‘i; Mexgold is subject to certain risks, which should be carefully
considered by Shareholders, including the following.
) )

Risk Factors Relating to the Arrangement

Risks associated with a fixed exchange ratio
Pursuant to the provisions of the Plan of Arrangeme‘}nt, each Common Share will be exchanged for 0.47 Gammon Lake
Common Shares, and each Mexgold Option will be‘;exchanged for a Gammon Lake Option exercisable for that number
of Gammon Lake Common Shares that is equal to the number of Common Shares that would otherwise have been
issuable upon the exercise of the Mexgold Optioanultiplied by 0.47 (rounded down to the nearest whole Gammon
Lake Common Share) at an exercise price per Gammon Lake Common Share equal to the exercise price of the
applicable Mexgold Option divided by 0.47. This|exchange ratio is fixed and it will not increase or decrease due to
fluctuations in the market price of the Common Shares or Gammon Lake Common Shares. The market value of the
consideration that Securityholders receive under tlule Arrangement will depend on the market price of the Gammon
Lake Common Shares on the Effective Date. If the market price of the Gammon Lake Common Shares increases or
decreases, the market value of the Gammon Lake Common Shares that Shareholders receive or that the Optionholders
will receive on the exercise of their Gammon Lakj: Options will correspondingly increase or decrease. Many of the
factors that affect the market prices of Gammon Lake Common Shares and Common Shares are beyond the control of
Gammon Lake and Mexgold, respectively. These factors include changes in, or market perceptions of changes in, the
business, operations or prospects of Gammon Lake and Mexgold, market assessments of the likelihood that the

Arrangement will be completed, increases or decreases in the price of gold and silver, changes in the regulatory

environment, political developments and general ma
Uncertainties associated with the Arrangement

The Arrangement will involve the integration of ¢o

rket and economic conditions.
|

‘mpanies that previously operated independently. The Arrangement

has been proposed with the expectation that its succ
the synergies of consolidation and enhanced growt]

essful completion will result in cost savings by taking advantage of
h opportunities of the combined entity. An important factor in the

success of the Arrangement will be the ability of the management of the combined entity in managing the combined

entity and, if appropriate, integrating all or part of the operations, systems, technologies and personnel of the two

companies following the completion of the transa
strategic decisions, and certain staffing decisions, |

ction in an efficient and effective manner. Most operational and
with respect to the combined entity have not yet been made. The

i
i
|
|
|
|
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Arrangement and/or the integration of the two businesses can result in unanticipated operational problems and
interruptions, expenses and liabilities, the diversion of management attention and the loss of key employees, customers
or suppliers. There can be no assurance that the A;:'rangement and business integration will be successful or that the
combination will not adversely affect the business, |financial condition or operating results of the combined entity. In
addition, the combined entity may incur charges| related to the Arrangement and related to integrating the two
companies. There can be no assurance that the ébmbined company will not incur additional material charges in
subsequent quarters to reflect additional costs assoc:liated with the Arrangement or that that the benefits expected from

the Arrangement will be realized. ‘

Failure to retain key employees of Mexgold coz%ld adversely affect Gammon Lake after the completion of the
Arrangement. ;
The success of Mexgold is heavily dependent on i‘lts key personnel and on its ability to motivate, retain and attract
highly skilled persons. The competition for qua]iﬁe(‘;i personnel is strong. Mexgold considers all of its senior officers to
be key personnel but has not entered into employml;ent agreements with or maintained key man life insurance on such
persons. In order to attract and retain its key personnel, Mexgold has sought to provide its personnel with challenging
work and a variety of opportunities for advancement through growth and expansion of Mexgold’s business, and
through equity participation. Although Mexgold exp‘écts that all key employees and key executives will remain with the
company, the performance of Mexgold’s operations|after completion of the Arrangement could be adversely affected if
the combined entity cannot retain key personnel. |

Failure to complete the Arrangement could negative:"ly affect Mexgold’s share price, future business and operations.

Mexgold is subject to certain risks if the Arrangem‘:ent is not completed, including the following: (a) the price of the
Common Shares may decline to the extent that the relevant current market price reflects an assumption that the
Arrangement will be completed; (b) certain costs related to the Arrangement, such as legal, accounting and certain
financial advisory fees, must be paid by Mexgold e}\?/eﬂ if the Arrangement is not completed; (c) in certain instances, if
the Arrangement is not completed, Mexgold may b‘é required to reimburse Gammon Lake for all reasonable expenses
incurred by Gammon Lake in connection with the|transactions contemplated in the Arrangement Agreement, which
could adversely affect Mexgold’s financial condit;‘ion; and (d) if the Arrangement is terminated and the Board of
Directors decides to seek another business combination or merger, there can be no assurance that it will be able to find
a party willing to pay an equivalent or more attractive price than the price to be paid by Gammon Lake pursuant to the
Arrangement.

|
|
Risk Factors Relating to Gammon Lake }
|

For a discussion of risk factors relating to the business of Gammon Lake and an investment in Gammon Lake Common

Shares, please refer to “Item 3.3 - Risk Factors” in The Annual Information Form of Gammon Lake for the five months
ended December 31, 2005, which is incorporated infthis Circular by reference.
|
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APPROVAL BY ”[’HE BOARD OF DIRECTORS

The contents and mailing to Shareholders of this Cir ‘I:ular have been approved by the Board of Directors.
|
No person is authorized to give any information 0[:' to make any representations in respect of the matters addressed
herein other than those contained in this Circular and, if given or made, such information must not be relied upon as
having been authorized.

DATED: June 28, 2006. |
|

i By Order of the Board of Directors

| Bradley H. Langille
. President
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SGHEDULE A

MEXGOLD RESOURCES INC.
ARRANGEMENT RESOLUTION

BE IT RESOLVED AS A SPECIAL RESOLUTION THAT:

1.

.confirmed, ratified, authorized and approqu.

|
The arrangement (the “Arrangement”) under Section 182 of the Business Corporations Act {Ontario) (the

“OBCA”) involving Mexgold Resources II;];C. (“Mexgold”), the holders of the common shares (“Common
Shares”) of Mexgold, the holders of optioFs to purchase Common Shares, and Gammon Lake Resources
Inc. (“Gammon Lake’s), as more particularly described and set forth in the management information

circular (the “Circular”) of Mexgold dated‘ June 28, 2006 accompanying the notice of this meeting (as the
Arrangement may be, or may have been) amended, modified or supplemented), is hereby authorized,

approved and adopted.

|
The plan of arrangement (the “Plan of Arr%ngement”) involving Mexgold and Gammon Lake, the full text
of which is set out as Schedule 1 to thef Arrangement Agreement (as defined below) (as the Plan of
Arrangement may be, or may have been, amended, modified or supplemented), is hereby authorized,

approved and adopted. ‘

|

'The arrangement agreement dated June 22, 2006 between Gammon Lake and Mexgold, included as

Schedule B to the Circular, as the same may be, or may have been, amended, modified or supplemented
(the “Arrangement Agreement”), the act }ons of the directors of Mexgold in approving the Arrangement
and Arrangement Agreement and the actic‘ns of the directors of Mexgold in executing and delivering the

Arrangement Agreement and causing the performance by Mexgold of its obligations thereunder, are hereby

Notwithstanding (i) that this special resolutlon has been approved (and the Arrangement adopted) by the
shareholders and optionholders of Mexgold in accordance with the interim order of the Superior Court of
Justice (Ontario) (the “Court”) as more partlcularly described in the Circular, or (ii) that the Arrangement
has been approved by the Court, the directors of Mexgold are hereby authorized and empowered without
further notice to, or approval of, the shareholders and optionholders of Mexgold, (A) to amend the

Arrangement Agreement or the Plan ofh Arrangement, to the extent permitted by the Arrangement
Agreement or the Plan of Arrangement, in any manner not inconsistent with an applicable order of the

Court, and (B) subject to the terms of the(Arrangement Agreement, to determine not to proceed with the
Arrangement at any time prior to the issuance of a certificate of arrangement giving effect to the

Arrangement. ‘
I

I
Any one officer or director of Mexgold is ‘hereby authorized and directed for and on behalf of Mexgold to
execute, under the seal of Mexgold or otherwise, and to deliver for filing to the Director under the OBCA

in accordance with the Arrangement AgreFment articles of arrangement and such other documents as are
necessary or desirable to effect the Arrangement

Any one officer or director of Mexgold is hereby authorized and directed for and on behalf of Mexgold to
execute or cause to be executed, under the seal of Mexgold or otherwise, and to deliver or cause to be
delivered, all such other documents, agree:r:nents and instruments and to perform or cause to be performed
all such other acts and things as in such pelﬁson s opinion may be necessary or desirable to give full effect to
the foregoing resolution and the matters authorized hereby, such determination to be conclusively
evidenced by the execution and delivery of such document, agreement or instrument or the doing of any

'such act or thing. I




SCHEDULE B

ARRANGEMENT AGREEMENT
|
?
. between
|
|
|
GAMMON LAKE RESOURCES INC.

June 22, 2006




ARRANGE ;VIENT AGREEMENT

THIS AGREEMENT made as of the 22nd day of J T‘lne, 2006
BETWEEN: |

|
GAMMON LAKE RESOURCES INC., a corporation existing under the
Company Act (Quebec), ’

|
} OF THE FIRST PART
|

-and -
|

MEXGOLD RESOURCES IN(“‘., a corporation existing under the Business
Corporations Act (Ontario), ‘

i
1‘ OF THE SECOND PART

WITNESSES THAT: ‘

AND WHEREAS Gammon Lake and Mexgold propose to effect a business combination to combine the business
and assets of Mexgold with those of Gammon Lake;H

Ii
AND WHEREAS the parties hereto intend to can:i'y out the proposed business combination by way of a plan of
arrangement under the provisions of the Business Carporations Act (Ontario);

{
NOW THEREFORE in consideration of the mutua‘1:1 covenants and agreements herein contained and for other good
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged by each of the parties
hereto, the parties hereto hereby covenant and agree{as follows:

|

ARTICLE 1

DEFINITIONS, INTEQPMTATION AND SCHEDULES

I

1.1 In this Agreement, unless the context otherwise requires, the following words and terms with the initial

letter or letters thereof capitalized shall have the mez&nings ascribed to them below:

It
“1933 Act” means the Securities Act of 1933, as amended, of the United States of America;

“1934 Act” means the Securities Exchangq(Act of 1934, as amended, of the United States of America; and
|

+“1940 Act” means the Investment Company Act of 1940, as amended, of the United States of America.
I

“Acquisition Proposal” means, in respect of Mexgold, any inquiry, proposal or transaction involving
Mexgold and/or its Subsidiaries regarding any merger, amalgamation, arrangement, restructuring, take-over
bid, tender offer, exchange offer, sale or p‘urchase of substantial assets, sale or purchase of treasury shares,
any equity interest or rights or any otheri interests therein or thereto, business combination, liquidation,
reorganization or recapitalization or similar transaction or series of related or similar transactions that

would have the effect of any of the foregoi%}g;

“Agreement” means this arrangement agr;sement, together with the schedules attached hereto, as amended
or supplemented from time to time; |

“AMEX” means the American Stock Exchange;
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|

“Arrangement” means the business co ‘bination to be completed by way of arrangement under the
provisions of section 182 of the OBCA on!}the terms and conditions set forth in the Plan of Arrangement,
subject to any amendment or supplement thereto made in accordance therewith, herewith or made at the

direction of the Court in the Final Order; ;“
l

“Articles of Arrangement” means articles}l of arrangement in respect of the Arrangement required by the
OBCA to be filed with the Director after tht;f: Final Order is made;

. |

“BMO NB” means BMO Nesbitt Burns, InL:.;

“Business Day” means any day, other thanwa Saturday, a Sunday or a statutory holiday in Toronto, Ontario
or Halifax, Nova Scotia;

|
“Canadian GAAP” means accounting principles generally accepted in Canada;

“Certificate” means the certificate giviné effect to the Arrangement endorsed by the Director on the
Atrticles of Arrangement pursuant to subsec“‘tion 183(2) of the OBCA;

|

“Completion Deadline” means the date b)‘/ which the transactions contemplated by this Agreement are to
be completed, which date shall be August 11, 2006, or such later date as the parties, acting reasonably, may
agree to in writing; }

“Court” means the Superior Court of Justic‘%e (Ontario);

“Director” means the Director appointed phrsuant to section 278 of the OBCA,;
|

“Effective Date” means the date set out in the Certificate as being the effective date in respect of the
Arrangement; ‘
|

“Effective Time” means 12:01 a.m. (Tororﬂto time) on the Effective Date;

“Encumbrance” means any mortgage, pledge, assignment, charge, lien, claim, security interest, adverse
interest, other third person interest or encgmbrance of any kind, whether contingent or absolute, and any
-agreement, option, right or privilege (whether by law, contract or otherwise) capable of becoming any of
the foregoing; ‘1
“Environmental Approvals” means a‘fll permits, certificates, licences, authorizations, consents,
instructions, registrations, directions or apf?rovals issued or required by any Governmental Entity pursuant
to any Environmental Law; H
“Environmental Laws” means all appli(ﬂable Laws, including applicable common law, relating to the
protection of the environment and emplo&ee and public health and safety, and includes Environmental
Approvals; (‘

|

“Final Order” means the order of the C(;Surt pursuant to subsection 182(5) of the OBCA approving the
Arrangement, as such order may be amen‘(jied at any time prior to the Effective Date or, if appealed, then
unless such appeal is withdrawn or denied,Has affirmed;

|
“Gammon Lake” means Gammon Lake Resources Inc., a corporation existing under the Company Act
(Quebec); “

| . .
“Gammon Lake Common Shares” means the common shares in the capital of Gammon Lake;

“Gammon Lake Options” means the outstanding options issued pursuant to the Gammon Lake Share
Option Plan; i




“Gammon Lake Public Record” means
under its profile, and available publicly, on

all of the documents and information filed by Gammon Lake
SEDAR;

“Gammon Lake Share Option Plan” means the share incentive plan of Gammon Lake;

|
“Gammon Lake Shareholders™ means, atjany time, the holders of Gammon Lake Common Shares,

: |

“Gammon Lake Subsidiaries” means, collectively, the corporations listed under the heading
“Intercorporate Relationships” in the annual information form of Gammon Lake for the five months ended
‘December 31, 2005, dated March 31, 2006,/comprising part of the Gammon Lake Public Record;

|
“Gammon Lake Warrants” means those| share purchase warrants to purchase Gammon Lake Shares as
described in the Gammon Lake Public Rec?rd;

|

“Governmental Entity” means any applicable (i) multinational, federal, provincial, state, regional,
municipal, local or other government, go‘\‘/emmental or public department, central bank, court, tribunal,
-arbitral body, commission, board, bureau[(or agency, whether domestic or foreign, (it) any subdivision,
agency, commission, board or authority ofuany of the foregoing, or (iii) any quasi governmental or private
body exercising any regulatory, expropriation or taxing authority under or for the account of any of the

foregoing; J(

“Hazardous Substance” means any cherr“}ical, material or substance in any form, whether solid, liquid,
gaseous, semisolid or any combination tl%ereof, whether waste material, raw material, finished product,
intermediate product, byproduct or any other material or article, that is listed or regulated under any
Environmental Laws as a hazardous substa”nce, toxic substance, waste or contaminant or is otherwise listed

or regulated under any Environmental Laws because it poses a hazard to human health or the environment,
including petroleum products, asbestos, PCBs, urea formaldehyde foam insulation and lead-containing
paints or coatings; H

|
“Interim Order” means the interim ordér of the Court, as such order may be amended, pursuant to

subsection 182(5) of the OBCA made in ccgnnection with the Arrangement;
|

i
“Laws” means all laws, by-laws, rules,’ regulations, orders, ordinances, protocols, codes, guidelines,
instruments, policies, notices, directions an“d Judgments or other requirements of any Governmental Entity;

I
“Liability” of any person shall mean and include: (i) any right against such person to payment, whether or
"not such right is reduced to judgment, li‘;quidated, unliquidated, fixed, contingent, matured, unmatured,
disputed, undisputed, legal, equitable, secured or unsecured; (ii) any right against such person to an

equitable remedy for breach of performan(“‘fe if such breach gives rise to a right to payment, whether or not
such right to any equitable remedy is Feduced to judgment, fixed, contingent, matured, unmatured,

disputed, undisputed, secured or unsecured; and (iii) any obligation of such person for the performance of

any covenant or agreement (whether for th

“Material Adverse Change” means, in r
events or occurrences, and “Material Adve
state of facts, which, in either case, eithe
expected to be, material and adverse to t

¢ payment of money or otherwise);

spect of Gammon Lake or Mexgold, any one or more changes,
rse Effect” means, in respect of Gammon Lake or Mexgold, any
r individually or in the aggregate, are, or would reasonably be
he business, operations, results of operations, prospects, assets,

liabilities or condition (financial or otherwise) of Gammon Lake and the Gammon Lake Material

Subsidiaries, or Mexgold and the Mexgol
any change, effect, event or occurrence: (i
(ii) affecting the worldwide gold or silver

d Subsidiaries, respectively, on a consolidated basis, other than
relating to the global economy or securities markets in general;
mining industry in general and which does not have a materially

" disproportionate effect on Gammon Lake
Mexgold and the Mexgold Subsidiaries on

the price of gold or silver; or (iv) relating tH

(‘and the Gammon Lake Subsidiaries on a consolidated basis, or
1a consolidated basis, respectively; (iii) resulting from changes in
o the general political and business climate related to carrying on

business in Mexico, and references in this Agreement to dollar amounts are not intended to be, and shall




not be deemed to be, interpretive of the amount used for the purpose of determining whether a “Material
Adverse Change” has occurred or whether a state of facts exists that has or could have a “Material Adverse
Effect” and such defined terms and all other references to materiality in this Agreement shall be interpreted
without reference to any such amounts;

“Mexgold” means Mexgold Resources Inc.| a corporation existing under the OBCA;
|
“Mexgold Common Shares” means the co@mon shares in the capital of Mexgold;

“Mexgold Meeting” means the special meFting, including any adjournments or postponements thereof, of
'the Mexgold Shareholders and Mexgold Optionholders to be held to consider and, if deemed advisable, to
approve the Arrangement; ‘
|
“Mexgold Options” means the outstanding} options issued pursuant to the Mexgold Share Option Plan;
\
“Mexgold Public Record” means all of the documents and information filed by Mexgold under its profile,
and available publicly, on SEDAR; |

“Mexgold Shareholders” means, at any tixﬁne, the holders of Mexgold Common Shares;
“Mexgold Share Option Plan” means the ;j‘stock option plan of Mexgold,;

“Mexgold Securityholders” means, at any time, Mexgold Shareholders and holders of Mexgold Options,
collectively; ‘

“Mexgold Subsidiaries” means Companiez Minera del Cubo, S A de C.V. and Metales Interamericanos S
AdeC.V,;

“Mexgold Warrants” means those share
described in the Mexgold Public Record;

purchase warrants to purchase Mexgold Common Shares as

“Notice Period” as defined in Section 20.2‘hereof;
! i

“OBCA” means the Business Corporations Act (Ontario);

|
“Plan of Arrangement” means a plan of !frrangement substantially in the form and content of Schedule A
attached hereto and any amendment or variation thereto made in accordance with Article 5.1 of the Plan of

Arrangement or Article 15 hereof; ‘;
;

“Proxy Circular” means the management information circular to be prepared by Mexgold with the

assistance of Gammeon Lake in respect of the Mexgold Meeting;
|

"“Release” shall mean any release, spill] leak, discharge, abandonment, disposal, pumping, pouring,

emitting, emptying, injecting, leaching, d;bmping, depositing, dispersing, passive migration, allowing to
escape or migrate into or through the envir‘cimment (including ambient air, surface water, ground water, land
surface and subsurface strata or within any building, structure, facility or fixture) of any Hazardous

Substance, including the abandonment or 1ﬁiscarding of Hazardous Substances in barrels, drums, tanks or
other containers, regardless of when discovered;

|
“Remedial Action” shall mean any invest%gation, feasibility study, monitoring, testing, sampling, removal
(including removal of underground stOﬂage tanks), restoration, clean up, remediation, closure, site
restoration, remedial response or remedial work;

p
“Rule 61-501" means Ontario Securities Commission Rule 61-501;

|
\
|
|
|
i
|
i
|
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“Securities Authorities” means the Onta‘no Securities Commission and the other applicable securities
regulatory authorities in the provinces a‘.‘nd territories of Canada and the Securities and Exchange
Commission of the United States of Amenc‘:a collectively;

- “SEDAR” means the System for Electronic: Document Analysis and Retrieval;

“Special Committee” means the special committee of the board of directors of Mexgold,

“Subsidiary” means, with respect to a spec1ﬁed body corporate, any body corporate of which the specified
body corporate is entitled to elect a majonty of the directors thereof and shall include any body corporate,
partnership, joint venture or other entity o;{/er which such specified body corporate exercises direction or
contro! or that is in a like relation to such a body corporate, excluding any body corporate in respect of
which such direction or control is not exerc‘lised by the specified body corporate as a result of any existing
contract, agreement or commitment, andl in the case of Gammon Lake, includes the Gammon Lake
Subsidiaries and, in the case of Mexgold, mcludes the Mexgold Subsidiaries;
|
“Superior Proposal” means a bona fide written Acquisition Proposal received after the date hereof to
acquire all or substantially all of the assets|of Mexgold (on a consolidated basis) or, directly or indirectly,
more than 66 2/3% of the Mexgold Common Shares which the directors of Mexgold have determined in
good faith, after consultation with, and receiving advice (which may include written opinions, a copy of
which shall have been provided to Gamn”wn Lake) from, as appropriate, the financial, legal and other
advisors to Mexgold to the effect that suc‘h Acquisition Proposal would, if consummated in accordance
with the terms thereof, but without assuming away the risk of non-completion, resuit in a transaction
which: (a) is more favourable to Mexgold Shareholders from a financial point of view than the terms of the
-Arrangement; (b) provides for consideraticl)jn per Mexgold Share that has a value that is greater than the
consideration per Mexgold Common Shar:e": provided under the terms of the Arrangement (including any
adjustment to such terms proposed by Gammon Lake as contemplated by Article 15 hereof); (c) is not
contingent upon financing; and (d) is reaso%lably capable of completion in accordance with its terms within
a reasonable period of time, taking into account all legal, financial, regulatory, financing and other aspects
of such Acquisition Proposal and the persor‘jl making the Acquisition Proposal;
“Tax” and “Taxes” means all taxes, asse“ssments charges, dues, duties, rates, fees, imposts, levies and
similar charges of any kind lawfully 1ev1ed‘ assessed or imposed by any Governmental Entity, including all
income taxes (including any tax on or based upon net income, gross income, income as specially defined,
earnings, profits or selected items of income, earnings or profits) and all capital taxes, gross receipts taxes,
environmental taxes, sales taxes, use taxes‘ ad valorem taxes, value added taxes, transfer taxes (including,
without limitation, taxes relating to the transfer of interests in real property or entities holding interests
therein), franchise taxes, licence taxes, w‘lthholdmg taxes, payroll taxes, employment taxes, Canada or
Québec Pension Plan premiums, excise, severance, social security, workers’ compensatlon employment
insurance or compensation taxes or premiium, sramp taxes, occupation taxes, premium taxes, property
‘taxes, windfall profits taxes, alternative or ladd-on minimum taxes, goods and services tax, customs duties
or other taxes, fees, imports, assessments or charges of any kind whatsoever, together with any interest and
any penalties or additional amounts 1mposed by any taxing authority (domestic or foreign) on such entity,
and any interest, penalties, additional taxes(land additions to tax imposed with respect to the foregoing;

i .
“Tax Act” means the fncome Tax Act (Can‘ada);

“Tax Returns” means all returns, schethes, elections, declarations, reports, information returns and
statements required to be filed with any tax;\ing authority relating to Taxes;

“TD Securities” means TD Securities Inc.;
|

“TSX” means the Toronto Stock Exchangé‘l;

|

“TSXV” means the TSX Venture Exchang‘%:;
I

|
|
|
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| , .
“Valuation and Fairness Opinion” means the formal valuation, prepared by TD Securities, of the
Mexgold Common Shares and the consideration to be received by Mexgold Shareholders in connection
with the Arrangement and the opinion of TD Securities that, as of May 28, 2006, the consideration to be
received by Mexgold Shareholders under the Arrangement is fair from a financial point of view to Mexgold
Shareholders (other than Gammon Lake ;Qnd its directors and officers), subject to the assumptions and
limitations described in such opinion; u
|
In addition, words and phrases used herein Lnd defined in the OBCA shall have the same meaning herein as
in the OBCA unless the context otherwise requires. “

1.2 The division of this Agreement into amclgs sections, subsections, paragraphs and subparagraphs and the

insertion of headings herein are for convenience of‘ reference only and shall not affect in any way the meaning or
interpretation of this Agreement. The terms “this Aéreement” “hereof”, “herein”, “hereto”, “hereunder” and similar
expressions refer to this Agreement and the schedules attached hereto and not to any particular article, section or
other portion hereof and include any agreement, schc{:dule or instrument supplementary or ancillary hereto or thereto.
1.3 In this Agreement, unless the context otherwise requires, words importing the singular only shall include
the plural and vice versa, words importing the use ‘pf either gender shall include both genders and neuter, and the
word person and all words importing persons shall include a natural person, firm, trust, partnership, association,
corporation, joint venture or government (including any Governmental Entity, political subdivision or
instrumentality thereof) and any other entity of any l;(‘ind or nature whatsoever.

14 If the date on which any action is required to be taken hereunder by any party hereto is not a Business Day,
such action shall be required to be taken on the next‘succeedmg day which is a Business Day.

\
1.5 Any reference in this Agreement to a statute includes all regulations and rules made thereunder, all
amendments to such statute or regulation in force from time to time and any statute or regulation that supplements or
supersedes such statute or regulation. i

1.6 Unless otherwise stated, all references in| thls Agreement to amounts of money are expressed in lawful
money of Canada.
\T

1.7 Each of the provisions contained in this Aéreement is distinct and severable and a declaration of invalidity

or unenforceability of any such provision or part thereof by a court of competent jurisdiction shall not affect the
validity or enforceability of any other provision heréof To the extent permitted by applicable Law, the parties hereto
waive any pr0v151on of Law that renders any ]‘)rovmon of this Agreement or any part thereof invalid or
unenforceable in any respect. The parties hereto will engage in good faith negotiations to replace any provision
hereof or any part thereof that is declared invalid c!‘)r unenforceable with a valid and enforceable provision or part
thereof, the economic effect of which approximateig as much as possible the invalid or unenforceable provision or

part thereof which it replaces. “

1.8 Unless otherwise stated, all accounting ter‘ms used in this Agreement shall have the meanings attributable
thereto under Canadian GAAP and all detemlnathns of an accounting nature required to be made hereunder shall
be made in a manner consistent with Canadian GAAP

1.9 Where the phrases “to the knowledge of Gammon Lake” is used in respect of Gammon Lake or the
Gammon Lake Subsidiaries or “to the knowledge o‘f Mexgold” in respect of Mexgold or the Mexgold Subsidiaries,
such phrase shall mean, in respect of each representation and warranty or other statement that is qualified by such
phrase, that such representation and warranty or }‘ ther statement is being made based upon: (i) in the case of
Gammon Lake and the Gammon Lake Subsidiaries, the collective actual knowledge of the respective directors and
officers of Gammon Lake and (ii) in the case of| ‘Mexgold and the Mexgold Subsidiaries, the collective actual

knowledge of the respective directors and officers on Mexgold.
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1.10  In this Agreement the phrase “in the ordina‘ry and regular course of business” shall mean and refer to those
activities that are normally conducted by corporati‘pns engaged in the exploration for precious metals and in the

construction and operation of precious metal mines. |

#RTICLE 2
THE ARRANGEMENT

2.1 Gammon Lake shall acquire all of the 1ssued and outstanding Mexgold Common Shares and all of the
outstanding Mexgold Options by way of an arrang:ement pursuant to section 182 of the OBCA on the terms and
subject to the conditions contained in this Agreemept and the Plan of Arrangement, and Gammon Lake shall issue
the Gammon Lake Common Shares required to be i§Sued in connection with the Arrangement.

22 Pursuant to the Arrangement, each Mexgold Shareholder (other than Gammon Lake and the Dissenting
Shareholders) will receive, in exchange for each Mexgold Common Share held, 0.47 Gammon Lake Common
Shares. As a result, Gammon Lake will become the direct holder of all of the issued and outstanding Mexgold
Common Shares; provided that no fractional Gammon Lake Common Shares will be issued to any Mexgold
Shareholder and the number of Gammon Lake Cbmmon Shares issuable to each Mexgold Shareholder on the
completion of the Arrangement will be rounded up (1f the fractional interest is 0.5 or more) or down (if the fractional

interest is less than 0.5) to the nearest whole numberlgof Gammon Lake Common Shares.

23 Pursuant to the Arrangement, each outstarﬁding Mexgold Option will be exchanged for a Gammon Lake
Option and the Mexgold Option will be cancelled, with each Gammon Lake Option being exercisable for that
number of Gammon Lake Common Shares that is fequal to the number of Common Shares that would otherwise
have been issuable upon the exercise of the Mexgold Option multiplied by 0.47 (rounded down to the nearest whole
Gammon Lake Common Share) at an exercise price Vper Gammon Lake Common Share equal to the exercise price of
the applicable Mexgold Option divided by 0.47, provided that each such Gammon Lake Option will expire on the

date on which the respective Mexgold Option was to‘} expire pursuant to its terms.

2.4 Gammon Lake and Mexgold intend to adopt this Agreement as a “plan of reorgamzatlon within the
meaning of Treasury Regulation section 1.368- 2(g) and to treat the Arrangement as a “reorganization” within the
meaning of section 368(a)(1) of the U.S. Internal ‘Revenue Code. However, Gammon Lake does not make any
representation or warranty to Mexgold, any Mexgold Shareholder, any holder of Mexgold Optlons or any holder of
Mexgold Warrants regarding the qualification of the Arrangement as a “reorganization” within the meaning of
section 368(a)(1) of the U.S. Internal Revenue Code1

ARTICLE 3
PUBLIC ANNOUNCI‘-:MENT AND CONSULTATION
31 Immedlately upon the signing of this Agreement the parties shall jointly issue for public dissemination a
press release and shall file such press release with the TSX, the TSXV and the AMEX and each shall file on a timely
basis a material change report or similar document in prescribed form with all regulatory authorities having
jurisdiction in that regard. ‘
I
3.2 Gammon Lake and Mexgold agree to consult with each other in issuing any subsequent press releases or
otherwise making public statements with respect te this Agreement or the Arrangement and in making any filing
with any governmental or regulatory authority or thh any stock exchange with respect thereto. Each of Gammon
Lake and Mexgold shall use all reasonable commercial efforts to enable the other to review and comment on all such
press releases prior to the release thereof and shall énable the other to review and comment on such filings prior to
the filing thereof. 1
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ARTICLE 4
VALUATIONS AND FAIRNESS OPINIONS

4.1 Gammon Lake and Mexgold will co- ope‘rate with each other in all reasonable respects to obtain all
necessary consents, approvals, certificates, Valuatlbns opinions and technical reports required to complete the

Arrangement. “

ARTICLE 5
MEXGOLD SUPPORT OF ARRANGEMENT
51 Mexgold represents and warrants to Gamm‘on Lake (and acknowledges Gammon Lake’s reliance on same)
that: |
(a) the Special Committee and the bolrd of directors of Mexgold have consulted with Mexgold’s

financial and legal advisors and ha;\‘/e approved this Agreement, the Arrangement and the other

transactions contemplated hereby and have determined that the Arrangement is fair to the Mexgold
Shareholders (other than Gammon I‘Jake), is in the best interests of Mexgold, and, provided that
Mexgold does not receive a Supenor[Bld prior to the Mexgold Meeting, has resolved to recommend

that the Mexgold Shareholders vote iIMI favour of the Arrangement;

|
(v) the Special Committee and the board of directors of Mexgold have received on or before the date
hereof advice from TD Securities mdlcatmg that: (i) as of May 28, 2006, the fair market value of a
Mexgold Common Share was in the Ilange of CS 6.50 to C$ 8.00; (ii) the consideration to be received
by Mexgold Shareholders under the Arrangement is fair, from a financial point of view, to the
Mexgold Shareholders (other than G‘ammon Lake and officers and directors of Gammon Lake); and
(iii)) TD Securities will provide for inclusion in the Proxy Circular, the Valuation and Fairness
Opinion; ‘i

©) provided that TD Securities has not withdrawn the Valuation and Fairness Opinion, each of the
directors of Mexgold entitled to votejand voting thereon will unanimously recommend acceptance of
the Arrangement to Mexgold Shareholders if Mexgold does not receive a Superior Proposal prior to
the Mexgold Meeting, and will so represent in the Proxy Circular; and

(d) subject to the provisions of Article “12 relating to the existence of a Superior Proposal (as therein
defined) and provided that TD Securities has not withdrawn the Valuation and Fairness Opinion, the
board of Mexgold will include a stgtement in the Proxy Circular that the Arrangement is fair to
Mexgold Shareholders (other than Gammon Lake and its directors and officers) and is in the best

interests of Mexgold. U

ARTICLE 6
COURT AND MEXGOLD SHAREHOLDER APPROVAL

6.1 As soon as reasonably practicable, Mexgold shall apply to the Court pursuant to subsection 182(5) of the
OBCA for an order approving the Arrangement and|in connection with such application, Mexgold shall:

(a) file, proceed with and diligently prosecute an application for the Interim Order, such order to be on

terms acceptable to Gammon Lake ajld Mexgold, each acting reasonably, of the Court providing for,
among other things, the calling and holding of the Mexgold Meeting and containing such other
declarations and directions as the Court may order, which meeting shall be held on the date agreed to
by Gammon Lake and Mexgold, for ithe purpose of considering and, if deemed advisable, approving

the Arrangement; and

|
®) subject to obtaining the approvals a% contemplated by the Interim Order and as may be directed by
the Court in the Interim Order, take ?;11 steps necessary or desirable to submit the Arrangement to the
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Ontario Court and apply for the Fina‘l Order of the Court approving the Arrangement; such order to
be on terms acceptable to Gammon Lake and Mexgold each acting reasonably; and

subject to the fulfillment or waiver ol‘f the conditions set out in Article 10 herein, Mexgold shall file
with the Director articles of arrangerrulent in prescribed form and such other documents, such articles
and documents to be in form and content acceptable to.Gammon Lake and Mexgold, each acting

reasonably, as may be required to give effect to the Arrangement. Mexgold agrees to consult with
Gammon Lake and its advisors in connection with such applications to the Court.

ARTICLE 7
COVENANTS OF MEXGOLD

Mexgold covenants and agrees with Gamm“on Lake that, until the earlier of: (i) the Effective Date or (ii) the

I

day upon which this Agreement is terminated in accerdance with Article 16 herein, it will:

(a)

®)

©)

|
in a timely and expeditious manner: |
‘\

() carry out the terms of the\Interim Order as are required to be carried out by Mexgold after
the issuance thereof; ‘

J

(ii) convene the Mexgold Me‘etmg,

(iii) prepare, with the assistarllce of Gammon Lake, and file the Proxy Circular in prescribed
form and in form and cofitent acceptable to Gammon Lake acting reasonably with respect
to the Mexgold Meetmgr\ in all jurisdictions where the same is required to be filed and
mail the same as ordered by the Interim Order and in accordance with all applicable laws
(subject to compliance by Gammon Lake with its obligations under Section 8.1 herein
and provided that TD Securities has not withdrawn the Valuation and Fairness Opinion),
in all jurisdictions where|the same is required, complying in all material respects with all
applicable laws on the‘ date of mailing thereof and, as it relates to Mexgold, not
containing any mlsrepres‘entatlon as defined under such applicable laws;

|

(iv) subject to the provisionsj‘of Article 12 relating to the existence of a Superior Proposal (as
therein defined), the fiduciary duties of the Board, and provided that TD Securities has
not withdrawn the Valualpon and Fairness Opinion, solicit proxies for the approval of the
Arrangement in accordaqce with the Proxy Circular, the Interim Order and all applicable
laws; |

J

W) provide notice to Gamx'ri}on Lake of the Mexgold Meeting and allow Gammon Lake’s

representatives to attend l‘the Mexgold Meeting unless such attendance is prohibited by the
Interim Order; and |

(vi) conduct the Mexgold Meetmg in accordance with the Interim Order, the provisions of the
OBCA, the by-laws of Mexgold and any instrument governing such meeting, as

applicable, and as otherwise required by applicable laws;

!
in a timely and expeditious manner, prepare in consultation with Gammon Lake and file any mutually
agreed (or otherwise required by apfilicab]e laws) amendments or supplements to the Proxy Circular
with respect to the Mexgold Meetmg and mail the same as required by the Interim Order and in
accordance with all applicable laws,) lin all jurisdictions where the same is required, complying in all
material respects with all applicable Pegal requirements on the date of mailing thereof

subject to the approval of the Arrang‘ement at the Mexgold Meeting in accordance with the provisions
of the Interim Order, forthwith proceed with and diligently prosecute an application for the Final
Order; ;
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(e)

4

(g

(h)
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|
|
forthwith carry out the terms of the [Final Order and, subject to the receipt of the Final Order, the

satisfaction or waiver of the conditior‘:ls precedent in favour of Mexgold and the receipt of the written
confirmation of Gammon Lake that the conditions precedent in favour of Gammon Lake have been
satisfied or waived, file articles of arr%‘angement, the other documents required by Article 6 hereof and
the Final Order with the Director in order for the Arrangement to become effective;

except for proxies and other non-su?stantive communications, furnish promptly to Gammon Lake a
copy of each notice, report, schedule or other document or communication delivered, filed or
received by Mexgold in connection vs‘/jith the Arrangement or the Interim Order, the Mexgold Meeting
or any other meeting of Mexgold sec‘hrity holders or class of security holders which all such holders,

as the case may be, are entitled to al‘itend, any filings under applicable laws and any dealings with
regulatory or Governmental Entitiesﬂ in connection with or in any way affecting, the transactions

contemplated herein; i

forthwith use all commercially rea{:sonable efforts to satisfy (or cause the satisfaction of) the

conditions precedent to its obligation:;s hereunder set forth in Article 10 herein to the extent the same
are within its control and to take, or cause to be taken, all other action and to do, or cause to be done,
all other things necessary, proper or aﬂdvisable under all applicable laws to complete the Arrangement,
including using its commercially reasonable efforts to:

@) obtain all necessary waiyers, consents and approvals required to be obtained by it in
relation to the Arrangement from other parties to loan agreements, leases and other
contracts; “1

(ii) obtain all necessary cons‘ents, approvals and authorizations as are required to be obtained

by it in relation to the Ar#angement under any applicable law;

|
(ii1) effect all necessary regis;frations and filings and submissions of information requested by
any regulatory or Goverimental Entities required to be effected by it in connection with
the Arrangement and participate and appear, as necessary, in any proceedings of either
Gammon Lake and/or Mexgold before any regulatory or Governmental Entities to the
extent permitted by such authorities;

(iv) oppose, lift or rescind an“jy injunction or restraining order or other order or action seeking
to stop, or otherwise ad‘\;fersely affecting the ability of Gammon Lake and Mexgold to
consummate, the Arrangement;

]
(9] fulfil all conditions and”satisfy all provisions of this Agreement and the Arrangement

required to be fulfilled or satisfied by Mexgold; and

(vi) co-operate with Gammon Lake in connection with the performance by Gammon Lake of
its obligations hereunder

not, and shall not permit any of its Subsidiaries to, take any action, permit any action to be taken or
refrain from taking any action that would be inconsistent with this Agreement or which could
interfere with or be inconsistent with or could reasonably be expected to impede the completion of
the Arrangement; i!

and will cause its Subsidiaries to, COI}!ldllCt its and their respective businesses only in, and not take any
action other than in, the usual, ord‘;inary and regular course of business and consistent with past
practice and in accordance with applicable laws and for greater certainty, until the Effective Date, it
shall not and shall not allow any Subsidiary to, without the prior written consent of Gammon Lake
(such consent not to be unreasonably withheld): (i) make any changes to the senior management or

senior personnel of Mexgold or an}‘( Subsidiary and (ii) undertake or make any decision or action

}J




0

(k)

M

(m)

()

(0)

®)

which could be material to the businelss of Mexgold and/or any Subsidiary or which could reasonably
be expected to have a Material Adverse Effect;

in all material respects conduct itself] so as to keep Gammon Lake fully informed as to the material
decisions or actions required or required to be made with respect to the operation of its business,
provided that such disclosure is not| otherwise prohibited by reason of applicable legislation or a
confidentiality obligation owed to a|third party for which a waiver could not be obtained or is in
respect to customer specific or compqtitively sensitive information;

promptly notify Gammon Lake of any breach by Mexgold of any provision hereof, any Material
Adverse Effect in respect of Mexgold‘ or any Material Adverse Change in respect of Mexgold,;

|
not, except as disclosed in the Mexgold Public Record and shall not permit any Subsidiary to, directly
or indirectly: (i) issue, sell, pledge, l:e;ase, dispose of, redeem, purchase or encumber (or agree to do

any of the foregoing) any shares, options, warrants, calls, conversion privileges, rights of any kind to
acquire any shares or securities, deri\)/}‘ative securities, debt securities or other securities of it or any of
its Subsidiaries, other than the issue of Mexgold Options or Mexgold Common Shares pursuant to the

exercise of Mexgold Options and Mexgold Warrants outstandmg on the date hereof; (ii) make any
change to its share capital; (iii) acq1¥1re or agree to acquire any person, or acqulre or dispose of or
agree to acquire or dispose of any assets that in each case are individually or in the aggregate material
to the business of Mexgold; (iv) satl‘jsfy or settle any claims or liabilities that individually or in the
aggregate are material; (v) relinquish or modlfy any contractual rights that individually or in the

aggregate are material to Mexgol‘tj (vi) incur or commit to provide guarantees, incur any
indebtedness for borrowed money or [issue any debt securities; or (vii) declare or pay dividends,

|
not, and shall cause each of its Subsidiaries to not, enter into or modify any remuneration terms or
benefit plans, or grant any bonuses, s‘;alary increases, stock options, pension or supplemental pension
benefits, profit sharing, retirement allowances, severance agreements, deferred or other
compensation, incentive compensation, severance or termination pay to, or make any loan to, any of
its directors, officers, employees, con“sultants, contractors or agents;

|
shall cause each of its Subsidiaries iito use its reasonable commercial efforts to preserve intact its
business and goodwill and to maintain existing relationships with officers, employees, suppliers,
customers, Governmental Entities | ! and others having business relationships with it and its
Subsidiaries, |

|
make Or cooperate as necessary in the making of all necessary filings and applications under all
applicable laws (including, without \hmltatlon the notification required to be filed under Mexican
anti-trust authorities) required in connection with the transactions contemplated herein and take all

|
reasonable action necessary to be in comphance with such laws;

\\
not alter or amend its articles or by—lz%ws or the articles or by-laws of any Subsidiary as defined herein
as the same exist at the date her”eof, other than as may be required in connection with the
Arrangement and in particular shall not split, combine or reclassify any of its shares; and
not merge into or with, or amalgamate or consolidate with, or enter into any other corporate
reorganization with, any other person or perform any act which would render inaccurate in any

material way any of its representatiqps and warranties set forth herein as if such representations and
warranties were made at a date subsquuent to such act and all references to the date of this Agreement
were deemed to be such later date, except as contemplated in this Agreement, and without limiting

the generality of the foregoing, it wil; not:

() make any distribution by way of dividend, distribution of property or assets, return of
capital or otherwise to dr for the benefit of its shareholders, except in each case, in the
ordinary and usual course consistent with past practices; or
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Gammon Lake covenants and agrees with
upon which this Agreement is terminated in accorda
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|

(ii) increase or decrease its |paid-up capital or purchase or redeem any shares except: (I)
pursuant to the exercise of Mexgold Warrants issued prior to the date hereof; or (II) upon

exercise of Mexgold Opt]Pns.

|
ARTICLE 8

COVENANTS OF GAMMON LAKE

Mexgold that, until the earlier of the Effective Date or the day

‘1ce with Article 16 herein, it will:

furnish, on a timely basis, all such information regarding Gammon Lake and its subsidiaries as may

be reasonably required to be inclu::led in the Proxy Circular (including in any amendments or
supplements thereto) under the requiﬁements of applicable laws and to ensure that the Proxy Circular
or any amendment thereof or supplement thereto does not contain a misrepresentation under

applicable laws as it relates to Gam%non Lake and deliver to Mexgold a certificate confirming that
with respect to any information concerning Gammon Lake and its subsidiaries contained in the Proxy

Circular or any amendment thereofj such information does not contain.any misrepresentation, as
defined under applicable laws with ‘rjespect to Gammon Lake or any amendment thereof; Gammon
Lake shall indemnify and hold harm‘less Mexgold and its directors and officers from and against all
claims, damages, liabilities, actions or demands to which they may become subject insofar as such

claims, damages, liabilities, actionsH or demands arise out of or are based upon the information
regarding Gammon Lake and includeHd in the Proxy Circular having contained a misrepresentation;

make application to the TSX and Al\l‘/IEX and diligently prosecute the application for approval of the
issue of Gammon Common Shares land Gammon Lake Options and the listings of such Gammon
Lake Common Shares and the reservation for listing of the Gammon Lake Shares to be issued upon
exercise of the Gammon Lake Optioj‘ns to be issued in exchange for the Mexgold Options and upon
the exercise of the Mexgold Warrant$ following the Effective Date;
!

except for proxies and other non-sub‘s‘tantive communications, furnish promptly to Mexgold a copy of
each notice, report, schedule or oth}‘er document or communication delivered, filed or received by
Gammon Lake in connection with‘the Arrangement or the Interim Order, any filing under any
applicable Law and any dealings or communications with any Governmental Entity, securities
regulatory or commission or stock exchange in connection with, or in any way affecting, the
transactions contemplated by this Ag‘ireement.

forthwith use all commercially reasonable efforts to satisfy (or cause the satisfaction of) the
conditions precedent to its obligations hereunder set forth in Article 10 herein to the extent the same
are within its control and to take, or cause to be taken, all other action and to do, or cause to be done,
all other things necessary, proper or idvisable under all applicable laws to complete the Arrangement,
including using its commercially reasonable efforts to:

) obtain all necessary waivers, consents and approvals required to be obtained by it in
relation to the Arrangeﬂnent from other parties to loan agreements, leases and other
contracts; |

|
(i1) obtain all necessary cons:ents, approvals and authorizations as are required to be obtained

by it in relation to the Arrangement under any applicable law;

(iii) effect all necessary regis‘:trations and filings and submissions of information requested by
any regulatory or Governmental Entities required to be effected by it in connection with
the Arrangement and pa“nicipate and appear, as necessary, in any proceedings of either

Gammon Lake or Mexg([)ld before any regulatory or Governmental Entities to the extent

permitted by such authoxjities;
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@iv) oppose, lift or rescind any injunction or restraining order or other order or action seeking
to stop, or otherwise adversely affecting the ability of Gammon Lake or Mexgold to

!
consummate the Anangeplent;

™) fulfil all conditions and i;satisfy all provisions of this Agreement and the Arrangement
required to be fulfilled by, Gammon Lake; and

(vi) co-operate with Mexgoid in connection with the performance by Mexgold of its

obligations hereunder; U

|
not, and shall not permit any of its ’%hbsidiades to, take any action, permit any action to be taken or
refrain from taking any action thati} would be inconsistent with this Agreement or which could
interfere with or be inconsistent with or could reasonably be expected to impede the completion of
the Arrangement; h
and will cause its Subsidiaries to, cor!ljduct its and their respective businesses only in, and not take any
action other than in, the usual, ordinary and regular course of business and consistent with past
practice and in accordance with applicable laws and for greater certainty, until the Effective Date, it
shall not and shall not allow any Sul‘iasidiary to, without the prior written consent of Mexgold (such
consent not to be unreasonably withheld) undertake or make any decision or action which could be
material to the business of Gammon Lake and/or any Subsidiary or which could reasonably be

expected to have a Material Adverse i}iffect;

in all material respects conduct itself so as to keep Mexgold fully informed as to the material
decisions or actions required or required to be made with respect to the operation of its business,
provided that such disclosure is not;! otherwise prohibited by reason of a confidentiality obligation
owed to a third party for which a waiver could not be obtained or is in respect to customer specific or

competitively sensitive information; |
promptly notify Mexgold of any bqéach of any provision hereof, any Material Adverse Effect in
respect of Gammon Lake or any Material Adverse Change in respect of Mexgold;

|

not, except as disclosed in the Gamr?on Lake Public Record, and shall not permit any Subsidiary to,
directly or indirectly: (i) issue, sell, phledge, lease, dispose of, redeem, purchase or encumber (or agree
to do any of the foregoing) any sharles, options, warrants, calls, conversion privileges, rights of any
kind to acquire any shares or securiti‘es, derivative securities, debt securities or other securities of it or
any of its Subsidiaries, other than tﬂe issue of Gammon Lake Options or Gammon Lake Common
Shares pursuant to the exercise of Gammon Lake Options and Gammon Lake Warrants which are
outstanding on the date hereof; (ii) hmake any change to its share capital; (iii) acquire or agree to
acquire any person, or acquire or dispose of or agree to acquire or dispose of any assets which in each
case are individually or in the aggreéate material; (iv) satisfy or settle any claims or liabilities which
individually or in the aggregate are ‘;material; (v) relinquish or modify any contractual rights which
individually or in the aggregate are material; (vi) incur or commit to provide guarantees, incur any
indebtedness for borrowed money or iissue any debt securities; or (vii) declare or pay dividends;

not, and shall cause each of its Subéidiaries to not, enter into or modify any remuneration terms or
benefit plans, or grant any bonuses, salary increases, stock options, pension or supplemental pension
benefits, profit sharing, retirement allowances, severance agreements, deferred or other
compensation, incentive compensati‘ n, severance or termination pay to, or make any loan to, any of
its directors, officers, employees, consultants, contractors or agents;

shall cause each of its Subsidiaries [to, use its reasonable commercial efforts, to preserve intact its
business and goodwill and to maintain existing relationships with officers, employees, suppliers,
customers, Governmental Entities| and others having business relationships with it and its
Subsidiaries; |
|
|
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)] make or cooperate as necessary in the making of all necessary filings and applications under all
applicable laws (including, without ‘llmitation the notification required to be filed under Mexican
anti-trust authorities) required in connection with the transactions contemplated herein and take all

reasonable action necessary to be in c‘ompllance with such laws;

(m) not alter or amend its articles or by-la‘ws or the articles or by-laws of any Subsidiary as the same exist
at the date of this Agreement and; in particular shall not split, combine or reclassify any of its shares
or the shares of any of its Subsidiaries;

(n) not merge into or with, or amalgamate or consolidate with, or enter into any other corporate
reorganization with, any other pers ;n or perform any act which would render inaccurate in any
material way any of its representations and warranties set forth herein as if such representations and
warranties were made at a date subse(‘]uent to such act and all references to the date of this Agreement

were deemed to be such later date, ékcept as contemplated in this Agreement, and without limiting

the generality of the foregoing, it will}not:

1) make any distribution by way of dividend, distribution of property or assets, return of
capital or otherwise to o:r for the benefit of its shareholders, except in each case, in the
ordinary and usual course consistent with past practices; or

\

(i) increase or decrease its baid-up capital or purchase or redeem any shares except: (I)
pursuant to the exercise|of common share purchase warrants issued prior to the date
hereof; or (I) upon exercise of stock options;

(0) deliver title opinions with respect to the Ocampo gold silver project in Chihuahua, Republic of
Mexico;

()] deliver opinions regarding standard cgrporate matters regarding each of its Subsidiaries;

(@ execute and deliver for the benefit c‘f TD Securities certificates of two senior officers of Gammon

. | o . oo
Lake confirming such matters as TD|Securities may reasonably request in order to enable it to 1ssue

and deliver the Valuation and Faimess Opinion; and

9] | on the Effective Date, assume the obligations of Mexgold to
perform and observe each covenanjt and condition contained in the certificates representing the
Mexgold Warrants in accordance w‘ith its terms and shall take all corporate action necessary to
reserve for issuance a sufficient m‘1mber of Gammon Lake Common Shares for delivery upon
exercise of the Mexgold Warrants (subject to the adjustments required after giving effect to the

Arrangement). I

8.2 ‘Gammon Lake covenants and agrees with Mexgold that, it will execute and deliver a joint election in
prescribed form pursuant to section 85 of the Incol?me Tax Act (Canada) and any corresponding provision of any
applicable provincial tax legislation to any Mexgold shareholder who delivers such an election to Gammon Lake in
accordance with the procedures set out in the tax instruction letter to be provided to the Mexgold Shareholders by
the Computershare Investor Services Inc., in its capamty as depositary for the Mexgold Common Shares under the

Arrangement. “

\
ARTICLE 9
INDEMNIFICATION OF DIRECTORS AND OFFICERS, CORPORATE INDEMNITIES AND
INSURANCE
|

9.1 For a period of six years after the Effective Date, Gammon Lake shall, or shall cause Mexgold to, (i)
maintain in effect the current or substantially similar (subject to any changes required by applicable law) provisions
regarding indemnification of officers and directors contained in the respective constating documents of Mexgold and

its Subsidiaries or in any agreements of Mexgold anfa its Subsidiaries; and (ii) indemnify the directors and officers of




Mexgold and its Subsidiaries to the fullest extent tojwhich Mexgold and its Subsidiaries are permitted to indemnify
such officers and directors under their respective constating documents and applicable law.

9.2 In addition to its obligations under Section|9.1, Gammon Lake shall use its reasonable commercial efforts,
or shall cause Mexgold to use its reasonable commercial efforts, to maintain directors’ and officers’ liability
insurance in respect of the current and former directors and officers of Mexgold for a period of six years after the
Effective Date and such insurance shall be on the [same terms, in all material respects, as the coverage currently
provided under policies currently maintained by Me“i:gold for the protection of directors and officers.

|

9.3 The provisions of Sections 9.1 and 9.2 are (i) for the benefit of, and shall be enforceable by, each
indemnified and insured party, his heirs, executors, administrators and other legal representatives and (ii) in addition
to, and not in substitution for, any other rights to inﬁlemniﬁcation or contribution that any such person may have by
contract or otherwise, and such rights shall be held by Gammon Lake in trust for such person provided however that
no approval of any beneficiary of such trust shall be required in connection with an amendment or variation of this
Article 9 prior to the Effective Date. Such rights ljshall survive the completion of the Arrangement and shall be
enforceable against Gammon Lake. ‘

ARTICLE 10
CONDITIONS

10.1 The obligations of Gammon Lake and Mexgold to complete the Arrangement are subject to the fulfillment
of the following conditions on or before the Effectiv‘e Date:
. I
(a) the Interim Order shall have been granted in form and substance satisfactory to Gammon Lake and
Mexgold, each acting reasonably, and shall not have been set aside or modified in a manner

unacceptable to Gammon Lake or Mc”,xgold, each acting reasonably, on appeal or otherwise;
I

(b) the Final Order shall have been grahted in form and substance satisfactory to Gammon Lake and

Mexgold, each acting reasonably, ;z‘md shall not have been set aside or modified in a manner
unacceptable to Gammon Lake or Mexgold, each acting reasonably, on appeal or otherwise;

|
) the Effective Date shall have occurred on or before August 11, 2006 or such later date as Gammon
Lake and Mexgold, acting reasonab& may agree to in writing;
I
(d) articles of arrangement in prescribed‘; form and in form and content acceptable to Gammon Lake and

Mexgold, each acting reasonably, shall have been filed with the Director and a certificate of
arrangement issued by the Director on or before August 11, 2006;

|

\
(e) there shall not be in force any Law, %‘uling, order or decree, and there shall not have been any action
‘ taken under any Law or by any Governmental Entity or other regulatory authority, that makes it

illegal or otherwise directly or indirectly restrains, enjoins or prohibits the consummation of the
Arrangement in accordance with the‘}terms hereof or results or could reasonably be expected to result

in a judgment, order, decree or aHssessment of damages, directly or indirectly, relating to the
Arrangement which has, or could reasonably be expected to have, a Material Adverse Effect on

Gammon Lake or Mexgold; |
|
3] all consents, waivers, permits, orders and approvals of all regulatory or Governmental Entities or
third parties and the expiry of any}waiting period in connection with, or required to permit, the
consummation of the Arrangement, [the failure of which to obtain or the non-expiry of which could
reasonably be expected to cause a Material Adverse Effect on either party or materially impede the
completion of the Arrangement, shal"‘l have been obtained or received on terms which will not cause a
Material Adverse Effect on either party, and reasonably satisfactory evidence thereof shall have bee
delivered to each party; }‘ i




(g) Mexgold Shareholders shall have approved, in accordance with applicable laws (including Rule 61-
501) and the Interim Order, the Arrangement and approved or consented to such other matters as
either Gammon Lake or Mexgold,“ acting reasonably, shall consider necessary or desirable in
connection with the Arrangement in the manner required thereby;

1

(h) the Gammon Lake Common Shares| issuable pursuant to the Arrangement and the Gammon Lake

‘ Common Shares issuable on exercise of the Gammon Lake Options shall have been conditionally
approved for listing on the TSX and|the AMEX but subject to the filing of required documentation,
the TSXV shall have approved the| Arrangement and all other related transactions in relation to
Mexgold, subject only to complianﬁe with the standard requirements of the TSXV, any required

prospectus exemptions shall have been obtained and such securities shall not be subject to resale
restrictions in Canada other than in ?espect of control persons or subject to requirements of general

application; I

(i) the Gammon Lake Common Shares t:o be issued in the United States pursuant to the Arrangement are

‘ exempt from registration requirements under Section 3(a)(10) of the 1933 Act and the Gammon Lake
Common Shares to be distributed in };the United States pursuant to the Arrangement are not subject to
resale restrictions in the United State§ under the 1933 Act (other than sales by affiliates in the United
States and subject to requirements o‘f general application or as may be prescribed by Rule 144 and
Rule 145 under the 1933 Act); and “

()] this Agreement shall not be terminatgd pursuant to Article 16 hereof.

|
The foregoing conditions are for the mutual beneﬂl of each of the parties to the Agreement and may be waived, in
whole or in part, by either Mexgold or Gammon Lake at any time, provided that no party may waive any mutual
condition on behalf of the other party. If any of the‘,f said conditions precedent shall not be complied with or waived
as aforesaid on or before the date required for the: performance thereof, then, subject to Article 16 hereof, either
Gammon Lake or Mexgold may rescind and termin?te this Agreement by written notice to the other.

]
10.2  The obligation of each party to complete t he transactions contemplated hereby is subject to the fulfillment
by the other party of the following conditions on or before the Effective Date or such other time prior thereto as is

specified below: |

(a) each party shall have complied in all material respects with its covenants herein and the
representations and warranties made|to such party by the other party in this Agreement shall be true
and correct in all material respects as|of the Effective Date as if made on and as of such date; and

\
()] from the date hereof up to and including the Effective Date, there shall have been no change, effect,

event or occurrence which, in the reasonable judgment of such party, has or is reasonably likely or

expected to have a Material Adverse|Effect on the other party.
|
. iy i . L
The foregoing conditions are for the mutual benefit of each of the parties to the Agreement and may be waived, in
whole or in part, by either Mexgold or Gammon Il,iake at any time, provided that no party may waive any mutual
condition on behalf of the other party. If any of thﬁ: said conditions precedent shall not be complied with or waived
as aforesaid on or before the date required for the performance thereof, then, subject to Article 16 hereof, either
Gammon Lake or Mexgold may rescind and terminate this Agreement by written notice to the other.
10.3  The obligations of Gammon Lake to cor}nplete the transactions contemplated hereby are subject to the
fulfillment or waiver of the following conditions on“or before the time as is specified below:
|
(@ the representations and warranties r‘z“"lade by Mexgold in this Agreement which are qualified by the
expression “Material Adverse Change” or “Material Adverse Effect” shall be true and correct as of
the Effective Date as if made on an‘;d as of such date (except to the extent that such representations
and warranties speak as of an earlier!}date, in which event such representations and warranties shall be
true and correct as of such earlief‘ date), and all other representations and warranties made by

u
|
\
)
i
I
|
[
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Gammon Lake in this Agreement ShE;‘lll be true and correct in all material respects as of the Effective
Date as if made on and as of such da“te (except to the extent that such representations and warranties
speak as of an earlier date, in Wthh event such representations and warranties shall be true and

correct as of such earlier date), m either case, except where any failures or breaches of
representations and warranties would not either individually or in the aggregate, in the reasonable
judgment of Gammon Lake, have a‘Natedal Adverse Effect on Mexgold, and Mexgold shall have
provided to Gammon Lake a cemﬁcate of two officers thereof certifying such accuracy or lack of
Material Adverse Effect on the Effectlve Date. No representation or warranty made by Mexgold
hereunder shall be deemed not to be true and correct if the facts or circumstances that make such
representation or warranty untrue or incorrect are disclosed or referred to in the Mexgold Public
Record or provided for or stated to be‘:‘ exceptions under this Agreement;

|
Mexgold shall have complied in all|material respects with its covenants herein and Mexgold shall
have provided to Gammon Lake a certificate of two officers thereof certifying that, as of the Effective
Date, it has so complied with its cove;‘nants herein;

I

the board of directors of Mexgold Sh“‘d]l have unanimously approved the Arrangement and shall have
unanimously recommended the Arraﬁngement to the Mexgold Shareholders, and on or prior to the
Effective Date shall not have w1thdrawn or changed any of its recommendations in a manner adverse

to Gammon Lake or which could 1mpede the completion of the Arrangement, and shall not have

made a recommendation to the Mexg%ld Shareholders not to accept the Arrangement;

|
on or prior to the Effective Date, holders of no greater than 5% of the outstanding Mexgold Common
Shares (other than Mexgold Commaon Shares held by Gammon Lake and officers and directors of
Gammon Lake) at the time of the vote shall have dissented to the Arrangement; and

Mexgold shall have complied in all material respects with its covenants herein.
|

The foregoing conditions are for the benefit of Gammon Lake and may be waived, in whole or in part, by Gammon

Lake in writing at any time. |

10.4

[

The obligations of Mexgold to complete the transactions contemplated hereby are subject to the fulfillment

or waiver of the following conditions on or before the Effective Date:

(@)

(®)

the representations and warranties made by Gammon Lake in this Agreement which are qualified by
the expression “Material Adverse Ch ange or “Material Adverse Effect” shall be true and correct as
of the Effective Date as if made on and as of such date (except to the extent that such representations

and warranties speak as of an earlier
true and correct as of such earlier

date, in which event such representations and warranties shall be
}date), and all other representations and warranties made by

Gammon Lake in this Agreement shall be true and correct in all material respects as of the Effective

Date as if made on and as of such date (except to the extent that such representations and warranties

speak as of an earlier date, in which event such representations and warranties shall be true and

correct as of such earlier date),

!in cither case, except where any failures or breaches of

representations and warranties would not either individually or in the aggregate, in the reasonable
judgment of Mexgold, have a Materjal Adverse Effect on Gammon Lake, and Gammon Lake shall
have provided to Mexgold a certificate of two officers thereof certifying such accuracy or lack of
Material Adverse Effect on the Eff%ctive Date. No representation or warranty made by Gammon
Lake hereunder shall be deemed not to be true and correct if the facts or circumstances that make

such representation or warranty untnie or incorrect are disclosed or referred to in the Gammon Lake

Public Record or provided for or state“;d to be exceptions under this Agreement;

Gammon Lake shall have complied
Lake shall have provided to Mexgo
Effective Date, it has so complied wi

in all material respects with its covenants herein and Gammon
d a certificate of two officers thereof certifying that, as of the
th its covenants herein; and
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the directors of Gammon Lake shalljhave adopted all necessary resolutions and all other necessary

corporate action shall have been taken by Gammon Lake to permit the consummation of the

Arrangement. w‘

The foregoing conditions are for the benefit of Mexgold and may be waived, in whole or in part, by Gammon Lake
in writing at any time. u

10.5

The conditions set out in Sections 10.1, 19.2, 10.3 and 10.4 hereof shall be conclusively deemed to have

been satisfied, fulfilled or waived upon the issue of; the Certificate. Mexgold acknowledges and agrees that it shall
have no right to file the Articles of Arrangement|with the Director unless such conditions have been satisfied,

fulfilled or waived. ‘
|
ARTICLE 11
REPRESENTATIONS AND WARRANTIES
11.1 Mexgold represents and warrants to and in favour of Gammon Lake as follows and acknowledges that

Gammon Lake is relying upon same in connection w ith the transactions contemplated herein:

(a)

®)

Mexgold is a corporation incorpora !ed and validly existing under the laws of Canada and has the
corporate power to own or lease its property, to carry on its business as now being conducted, to enter
into this Agreement and to perform|its obligations hereunder. Each of Mexgold’s Subsidiaries is a
corporation incorporated and valldly“ existing under the laws of its jurisdiction of incorporation and
each Subsidiary has the corporate power to own or lease its property and to carry on its business as
now being conducted by it. All of the outstanding shares of the Mexgold Subsidiaries are validly
issued, fully paid and non- -assessable. Except as disclosed in the Mexgold Public Record, all of the
outstanding shares of the Mexgold S&xb&dlanes are owned directly or indirectly by Mexgold. Except
pursuant to restrictions on transfer contained in the articles or by-laws (or their equivalent) of the
applicable Mexgold Subsidiary or as/disclosed in the Mexgold Public Record, the outstanding shares
of each Mexgold Subsidiary owned by Mexgold are owned free and clear of all Encumbrances and
neither Mexgold nor any of the Mexgold Subsidiaries is liable to any Mexgold Subsidiary or to any
creditor in respect thereof. Except as disclosed in the Mexgold Public Record, there are no
outstanding options, rights, entltlem‘cnts understandings or commitments (contingent or otherwise)
regarding the right to acquire any 1ssued or unissued securities of any of the Mexgold Subsidiaries
from either Mexgold or any of the Mexgold Subsidiaries;

Mexgold has the necessary power, a‘pthonty and capacity to enter into this Agreement and all other
agreements and instruments to be e)ﬁecuted by Mexgold as contemplated by this Agreement, and to
perform its obligations hereunder and under such other agreements and instruments. The execution

and delivery of this Agreement by‘\Mexgold and the completion by Mexgold of the transactions
contemplated by this Agreement have been authorized by the directors of Mexgold, and no other
corporate proceedings on the part ‘pf Mexgold are necessary to authorize this Agreement or to

complete the transactions contemplated hereby. This Agreement has been executed and delivered by
Mexgold and constitutes a legal, \kalid and binding obligation of Mexgold, enforceable against
Mexgold in accordance with its terms, subject to bankruptcy, insolvency, reorganization, fraudulent
transfer, moratorium and other applléable Laws relating to or affecting creditors’ rights generally, and

to general principles of equity. The execution and delivery by Mexgold of this Agreement and the
performance by it of its obligations ‘hereunder and the completion of the transactions contemplated
hereby, do not and will not:

(1) result in a violation, con ‘Tavention or breach of, require any consent to be obtained under
or give rise to any termin atlon rights under any provision of,

(A) the articles or ﬂy—laws (or their equivalent) of Mexgold or any of the Mexgold
Subsidiaries, ‘




(d)

(e
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B) any Law, or

(o)) any contract, aéreement, licence or permit to which Mexgold or any of the
Mexgold Subsidiaries is bound or is subject to or of which Mexgold or any
Mexgold Subsidiary is the beneficiary;

(ii) give rise to any right of termination or acceleration of indebtedness, or cause any
indebtedness owing by Mexgold or any of the Mexgold Subsidiaries to come due before
its stated maturity or cause any of its available credit to cease to be available;

|

(iii) result in the imposition \ of any Encumbrance upon any of the property or assets of
Mexgold or any of the M:exgold Subsidiaries or restrict, hinder, impair or limit the ability
of Mexgold or any of th}‘e Mexgold Subsidiaries to conduct the business of Mexgold or
any of the Mexgold Subsidiaries as and where it is now being conducted; or

|

(iv) result in any payment| (including severance, unemployment compensation, golden
parachute, bonus or otherwise) becoming due to any director or officer of Mexgold or
any Mexgold Subsidiary Hor increase any benefits otherwise payable under any pension or
benefits plan of Mexgold or any Mexgold Subsidiary or result in the acceleration of the
time of payment or vestir‘l;g of any such benefits;

the directors of Mexgold have author!ized the entering into of this Agreement, and the performance of
its provisions, by Mexgold; “

|
the corporate records and minute Pooks of Mexgold and the Mexgold Subsidiaries have been
maintained in accordance with all applicable Laws and are complete and accurate in all material
respects, except where such incompl‘%:teness or inaccuracy would not have a Material Adverse Effect
on Mexgold; i

i

Mexgold’s authorized capital consisgs of an unlimited number of Common Shares and an unlimited
number of Preferred Shares, issuable in series. As of the date hereof, there are 60,203,901 Mexgold
Common Shares and no Preference iShares outstanding, Mexgold Common Shares are set aside for
issue upon the exercise of the Mexg‘old Options Mexgold Common Shares were set aside for issue
upon the exercise of the Mexgold 'Warrants. Except as described herein, there are no options,
warrants, conversion privileges or ‘bther rights, agreements, arrangements or commitments (pre-
emptive, contingent or otherwise) obligating Mexgold or any of the Mexgold Subsidiaries to issue or
sell any shares of Mexgold or any of‘ the Mexgold Subsidiaries or any securities or obligations of any
kind convertible into or exchangeable for any shares of Mexgold or any of the Mexgold Subsidiaries.
All outstanding Mexgold Commorlrl Shares have been authorized and are validly issued and
outstanding as fully paid and non-assessable shares, free of pre-emptive rights. As of the date hereof,
there are no outstanding bonds, debe‘btures or other evidences of indebtedness of Mexgold or any of
the Mexgold Subsidiaries having the right to vote with the Mexgold Shareholders on any matter.
There are no outstanding contractual“obligations of Mexgold or of any of the Mexgold Subsidiaries to
repurchase, redeem or otherwise a“cquire any outstanding Mexgold Common Shares or, except
pursuant to this Agreement, with re[[spect to the voting or disposition of any outstanding Mexgold

Common Shares;

the only Subsidiaries of Mexgold are‘the Mexgold Subsidiaries and Mexgold does not own a direct or
indirect interest in any other corporation or entity other than as disclosed in the Mexgold Public

Record; }

since December 31, 2005, Mexgoldihas prepared and filed all documents required to be filed by it
with the Ontario Securities CommissHion in connection with its status as a “reporting issuer” under the
Securities Act (Ontario) and other applicable legislation and with those other jurisdictions where it is

a reporting issuer or the equivalent las required to be filed by it in connection with such status and
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such documents, as of the date theyiwere filed, or, if amended, as of the date of such amendment,
complied with applicable laws and d d not fail to state a material fact required to be stated in order to
make the statements contained therein not misleading in light of the circumstances in which they
were made. Mexgold has not ﬁle'\‘:l any confidential material change reports or other report or
document with any securities regulatory authority or commission or stock exchange that at the date
hereof remains confidential;

Mexgold is a reporting issuer or its equivalent in each of the Provinces of British Columbia, Alberta,
Ontario and New Brunswick. The Mexgold Common Shares are listed on the TSXV;

the financial statements of Mexgold ¢ as at and for the fiscal periods ended March 31, 2006, December
31, 2005 and April 30, 2005 have been prepared in accordance with Canadian GAAP applied on a
basis consistent with prior periods, ar“e correct and complete and present fairly in all material respects
the assets, liabilities (whether accrué‘d absolute, contingent or otherwise) and financial condition of
Mexgold, on a consolidated basis, a‘s‘ at the respective dates thereof and the revenues, eamings, and
results of operations of Mexgold, oh a consolidated basis, for the fiscal periods ended March 31,

2006, December 31, 2005 and Apnl 30, 2005. Except as disclosed by Mexgold in the Mexgold
Public Record or as set forth in the Mexgold Public Record, neither Mexgold nor any of the Mexgold
Subsidiaries has any liability or obhlt‘gatxon (including, without limitation, liabilities or obligations to
fund any operations or work or expl‘bration program, to give any guarantees or for Taxes), whether
accrued, absolute, contingent or otherw1se not reflected in the unaudited consolidated financial
statements of Mexgold for the three month period ended March 31, 2006, except liabilities and
obligations incurred in the ordinary :and regular course of business since March 31, 2006 or which
liabilities or obligations do not in the aggregate exceed $200,000. There are reasonable grounds for
believing that (i) Mexgold is able to pay its liabilities as they become due, and (iii) no creditor of
Mexgold will be prejudiced by the Arrangement

since December 31, 2005, except as’disclosed by Mexgold in the Mexgold Public Record as of the
date hereof: ‘ .

1 Mexgold and each of thf Mexgold Subsidiaries has conducted its business only in the
ordinary and regular cour‘se of business consistent with past practice;
(ii) neither Mexgold nor any|of the Mexgold Subsidiaries has incurred or suffered a Material
Adverse Change; |
|
(iii) there has not been any acquisition or sale by Mexgold or any of the Mexgold Subsidiaries

of any material property or assets thereof;

(iv) other than in the ordmary and regular course of business consistent with past practice,
there has not been any mcurrence assumption or guarantee by Mexgold or any of the
Mexgold Subsidiaries of| any debt for borrowed money, any creation or assumption by
Mexgold or any of the! Mexgold Subsidiaries of any Encumbrance, any making by
Mexgold or any of the MFxgold Subsidiaries, of any loan, advance or capital contribution

to or investment in any other person (other than (a) loans and advances in an aggregate

amount which does not exceed $100,000 outstanding at any time, and (b) loans made to

™

other Mexgold Subsidi
termination or non-rene

aries) or any entering into, amendment of, relinquishment,
wal by Mexgold or any of the Mexgold Subsidiaries of any

contract, agreement, licence, lease transaction, commitment or other right or obligation

which would, individua
Mexgold;

Mexgold has not declare

ly or in the aggregate, have a Material Adverse Effect on

|
|
:1 or paid any dividends or made any other distribution on any of

the Mexgold Common Shares

i
|
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(vi) Mexgold has not effecte:cji or passed any resolution to approve a split, consolidation or
reclassification of any of “[he outstanding Mexgold Common Shares;

(vii) other than in the ordin L and regular course of business consistent with past practice,
there has not been any rﬂ}iteﬁal increase in or modification of the compensation payable
to or to become payable (by Mexgold or any of the Mexgold Subsidiaries to any of their
respective directors, officers, employees or consultants or any grant to any such director,
officer, employee or consultant of any increase in severance or termination pay or any
increase or modiﬁcatior‘fl of any bonus, pension, insurance or benefit arrangement
(including, without limita‘\‘tion, the granting of Mexgold Options pursuant to the Mexgold
Share Option Plan) made}!to, for or with any of such directors or officers;

|

(viil)  Mexgold has not effected any material change in its accounting methods, principles or
practices; and

(ix) Mexgold has not adopjted any, or materially amended any, collective bargaining
agreement, bonus, pension, profit sharing, stock purchase, stock option or other benefit
plan or shareholder rights plan.

no consent, approval, order or authorization of, or registration, or declaration with, any Government
Entity with jurisdiction over Mexgold or any Mexgold Subsidiary is required to be obtained by
Mexgold or any Subsidiary in connection with the execution and delivery of this Agreement or the
consummation of the Arrangement, lexcept for those consents, orders, authorizations, declarations,
registrations or approvals which are contemplated by this Agreement, including (i) any approvals
required by the Interim Order, (ii) any approvals required by the Final Order; (iii) filing requiring
under the OBCA and filings with ‘and approvals required by Securities commissions and stock
exchanges, (iv) any other consents,‘} waivers, permits, order or approvals; (iv) any other or those
consents, orders, authorizations, declarations, registrations or approvals that, if not obtained, would
not prevent or materially delay the consummation of the Arrangement or otherwise prevent Mexgold
from performing its obligations under this Agreement and could not reasonably be expected to have a
Material Adverse Effect (as hereafter defined) on Mexgold;

H
except as has been disclosed in the Mexgold Public Record, there is no suit, action, investigation or
proceeding pending, or to the knowledge of Mexgold, threatened against Mexgold or any Mexgold
Subsidiary that, individually or in the aggregate, could reasonably be expected to have a Material
Adverse Effect upon Mexgold. Tl"‘ere is no bankruptcy, liquidation, winding-up or other similar
proceeding pending or in progress, or, to the knowledge of Mexgold, threatened against or relating to
Mexgold or, any of the Mexgold Subsidiaries, before any Governmental Entity. Neither Mexgold nor
any of the Mexgold Subsidiaries, n&)r any of their respective properties or assets is subject to any
outstanding judgment, order, writ, injunction or decree that involves or may involve, or restricts or
may restrict, or requires or may reql;%ire, the expenditure of an amount of money in the aggregate in
excess of $100,000 as a condition tojor a necessity for the right or ability of Mexgold or the Mexgold
Subsidiary, respectively, to conduct its business in all material respects as it has been carried on prior
to the date hereof, or that woul;;d materially impede the consummation of the transactions

contemplated by this Agreement.

|
except as set forth: I
|

() each of Mexgold and thj‘ie Mexgold Subsidiaries is and has been in compliance with all
applicable Environment“al Laws, except to the extent that a failure to be in such
compliance would not ‘1be reasonably likely to have a Material Adverse Effect on

Mexgold. w

(ii) the properties held by M‘jexgold have not been used to generate, manufacture, refine, treat,

recycle, transport, store, handle, dispose, transfer, produce or process Hazardous
Substances, except in compliance in all material respects with all Environmental Laws.
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None of Mexgold, the Mexgold Subsidiaries or any other person in control of any
properties held by Mexg_{old has caused or permitted the Release of any Hazardous
Substances at, in, on, under or from any properties held by Mexgold, except in
compliance with all Envi;" onmental Laws, except to the extent that a failure to be in such
compliance would not Pe reasonably likely to have a Material Adverse Effect on
Mexgold. All Hazardous Substances handled, recycled, disposed of, treated or stored on
or off site of the propert‘les held by Mexgold have been handled, recycled, disposed of,
treated and stored in material compliance with all Environmental Laws except to the
extent that a failure to b‘e in such compliance would not be reasonably likely to have a
Material Adverse Effect on Mexgold. To the knowledge of Mexgold, there are no
Hazardous Substances at in, on, under or migrating from properties held by Mexgold,
except in material compllance with all Environmental Laws.
\

(ii1) none of Mexgold, the Mexgold Subsidiaries or any other person for whose actions
Mexgold or an Mexgold Subsidiary may be partially or wholly liable, has treated or
disposed, or arranged fof the treatment or disposal, of any Hazardous Substances at any
location: (1) listed on any“! list of hazardous sites or sites requiring Remedial Action issued
by any Governmental Entxty, (ii) to the knowledge of Mexgold, proposed for listing on
any list issued by any Governmental Entity of hazardous sites or sites requiring Remedial
Action, or any similar feheral state or provincial lists; or (iii) the subject of enforcement
actions by any Govemhmental Entity that creates the reasonable potential for any
proceeding, action, or ot}‘ler claim against Mexgold or any of the Mexgold Subsidiaries.
No site or facility now o‘r to the knowledge of Mexgold, previously owned, operated or
leased by Mexgold or any of the Mexgold Subsidiaries is listed or, to the knowledge of
Mexgold, proposed for listing on any list issued by any Governmental Entity of

hazardous sites or sites requmng Remedial Action or is the subject of Remedial Action.

(iv) none of Mexgold, the Mexgold Subsidiaries or any other person for whose actions
Mexgold or an Mexgold Subsidiary may be partially or wholly liable has caused or
permitted the Release of J’any Hazardous Substances on or to any of the properties owned,

leased or operated by Mexgold in such a manner as: (i) would be reasonably likely to
impose Liability for cle‘fanup, natural resource damages, loss of life, personal injury,
nuisance or damage to olfther property, except to the extent that such Liability would not
have a Material Adverse, Effect on Mexgold; or (ii) would be reasonably likely to result
in imposition of a lien, (H:harge or other encumbrance or the expropriation on any of the

properties owned, leased or operated by Mexgold or the assets of any of Mexgold or the
Mexgold Subsidiaries. Jl
W) none of the Mexgold Pro“pemes has or is required to have any deed notices or restrictions,
institutional controls, co‘%'enants that run with the land or other restrictive covenants or
notices arising under any Environmental Laws.
\\
(vi) none of Mexgold or the Mexgold Subsidiaries has received any notice, formal or
informal, of any proceedmg, action or other claim, Liability or potential Liability arising
under any Environmental Laws, from any person related to any of the properties owned,

leased or operated by Méxgold that is pending as of the date hereof.
\

Mexgold and each Mexgold Sub51d1ary has good and marketable title, applying customary standards
in the mining industry, to its operating properties and properties with proven and probable ore

reserves (other than property as to which Mexgold or a Subsidiary is a lessee, in which case it has a

valid leasehold interest), except for \‘such defects in title that individually or in the aggregate, could
not reasonably be expected to have a Material Adverse Effect on Mexgold Furthermore, all real and
tangible personal property of each of Mexgold and the Mexgold Subsidiaries is in generally good
repair and is operational and usable“ in the manner in which it is currently being utilized, subject to

normal wear and tear and technical obsolescence, repair or replacement.




(0)

(®)

(@

®

®

(u)
v)

| -B-23 -

the estimates regarding proven and érobable mineral reserves of Mexgold as set forth in the report,
entitled “El Cubo Gold-Silver Mine, |Guanajuato, Mexico” dated April 17, 2006 prepared by Glen R.
Clark & Associates Limited and “Review of El Cubo Gold-Silver Mine with Long Term Projections
Guanajuato, Mexico” dated May 31,[2006 and prepared by Glen R. Clark & Associates Limited and
L.R. Kilpatrick Associates Inc., were‘}prepared in accordance with accepted engineering practices and
were, at such date, in compliance in all material respects with the requirements applicable to the
presentation of such mineral reservesiin documents filed with the Ontario Securities Commission;

each of Mexgold and each Subsidiary has all permits, licences, certificates of authority, orders and
approvals of, and has made all ﬁlinés, applications and registrations with, applicable Governmental
Entities that are required in order to permit it to carry on its business as presently conducted, except
for such permits, licences, certificates, orders, filings, applications and registrations the failure to
have or make, individually or in the %ggregate, have not had and could not reasonably be expected to

have, a Material Adverse Effect on N%exgold;

|
each of Mexgold and each Mexgol{(‘j Subsidiary has duly filed on a timely basis all material tax
returns required to be filed by it and has paid all taxes which are due and payable and has paid all
assessments and reassessments, andl all other taxes, governmental charges, penalties, interest and
fines due and payable on or before the date hereof, in each case, of a material nature, and adequate
provision has been made for taxes pzj;iyable in a material amount for the current period for which tax
returns are not yet required to be filed; there are no actions, suits, or claims asserted or assessed
against Mexgold or any Mexgold Subsidiary in respect of taxes, governmental charges or
assessments, nor any matters under discussion with any Governmental Entity relating to taxes,
governmental charges or assessments‘} asserted by such Governmental Entity that could be reasonable
expected to have a Material Advers‘je Effect. Since December 31, 2005, no material liability for
Taxes not reflected in the consolidated financial statements of Mexgold or otherwise provided for has
been assessed, proposed to be asseé}sed, incurred or accrued other than in the ordinary course of
business. To the knowledge of Mexéold, there are no material proposed (but unassessed) additional
Taxes and none have been asserted |by the Canada Revenue Agency or any other taxing authority,
including, without limitation, any s%lles tax authority, in connection with any of the Tax returns
referred to above, and no waiver of ahy statute of limitations has been given or requested with respect
to Mexgold or any of the Mexgold S};ubsidiaries. No lien for Taxes has been filed or exists other than
for Taxes not yet due and payable;

the business of Mexgold and the b”hsiness of each Subsidiary is being conducted in all material
respects in compliance with all applicable laws, regulations and ordinances of all authorities having
jurisdiction, except where the failure“to comply would not be reasonably likely, individually or in the
aggregate, to have a Material Adverse Effect on Mexgold; neither Mexgold nor any Subsidiary has
been notified by any Governmental };Entity of any investigation with respect to it that is pending or
threatened, nor has any Govemrq‘ental Entity notified Mexgold or any Subsidiary of such
Governmental Entity’s intention tqi commence or to conduct any investigation that would be
reasonably likely to have a Material Adverse Effect on Mexgold;

|

Mexgold is not subject to any cease trade or other order of any applicable stock exchange or
Securities Authority and, to the kr“nowledge of Mexgold, no investigation or other proceedings
involving Mexgold that may operateg to prevent or restrict trading of any securities of Mexgold are
currently in progress or pending before any applicable stock exchange or Securities Authority;

‘T
no person has any agreement or option or any right or privilege capable of becoming an agreement or
option for the purchase from Mexgold or the Mexgold Subsidiaries of any of the material assets of
Mexgold or any of the Mexgold Subsidiaries, other than as described or contemplated herein;

Mexgold has received the Valuation and Fairness Opinion;

no Acquisition Proposal is currently under discussion, consideration or negotiation with any third

party;

1
i
|
|
|
|
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the Proxy Circular will not contain any untrue statement of any material fact and will not omit to state
any material fact required to be stated therein or necessary in order to make any statement therein not

misleading in light of the circumstances under which it was made;
the principal offices of Mexgold are not located in the United States;

all of the assets and property of Mex;“;old and the Mexgold Subsidiaries, taken as a whole, are located

outside the United States and did not
U.S. $56.7 million during Mexgold’s

generate aggregate sales in or into the United States exceeding
imost recent financial year,

as of the date hereof, Mexgold is a p‘foreign private issuer” as defined in Rule 405 under the 1933
Act; and \‘

Mexgold is not registered, and is notjrequired to be registered, as an open-end investment company, a
closed-end investment company, a u‘mt investment trust or a face-amount certificate company under
the 1940 Act. ‘

Gammon Lake represents and warrants t(‘)‘ and in favour of Mexgold as follows and acknowledges that

Mexgold is relying upon same in connection with thF transactions contemplated herein:

(a)

(b)

|
Gammon Lake is a corporation inco:‘rporated and validly existing under the laws of Quebec and has
the corporate power to own or lease |its property, to carry on its business as now being conducted, to
enter into this Agreement and to perform its obligations hereunder. Each of Gammon Lake’s
Subsidiaries is a corporation incorporated and validly existing under the laws of its jurisdiction of
incorporation and each Subsidiary hz‘fis the corporate power to own or lease its property and to carry
on its business as now being conducted by it. Except as disclosed in the Gammon Lake Public
Record, all of the outstanding shall'ges of the Gammon Lake Subsidiaries are owned directly or
indirectly by Gammon Lake. Except pursuant to restrictions on transfer contained in the articles or
by-laws (or their equivalent) of the applicable Gammon Lake Subsidiary or as disclosed in the
Gammon Lake Public Record, the o”utstanding shares of each Gammon Lake Subsidiary owned by
Gammon Lake are owned free and c‘lear of all Encumbrances and neither Gammon Lake nor any of
the Gammon Lake Subsidiaries is llaple to any Gammon Lake Subsidiary or to any creditor in respect
thereof. Except as disclosed in the Gammon Lake Public Record, there are no outstanding options,
rights, entitlements, understandings <3)r commitments (contingent or otherwise) regarding the right to

acquire any issued or unissued securities of any of the Gammon Lake Subsidiaries from either

Gammon Lake or any of the Gammo

Gammon Lake has the necessary po
other agreements and instruments
Agreement, and to perform its o

n Lake Subsidiaries;

wer, authority and capacity to enter into this Agreement and all
to be executed by Gammon Lake as contemplated by this
bligations herecunder and under such other agreements and

instruments. The execution and delivery of this Agreement by Gammon Lake and the completion by

Gammon Lake of the transactions
directors of Gammon Lake, and no
necessary to authorize this Agreem
Agreement has been executed and

contemplated by this Agreement have been authorized by the
other corporate proceedings on the part of Gammon Lake are
ent or to complete the transactions contemplated hereby. This
delivered by Gammon Lake and constitutes a legal, valid and

binding obligation of Gammon Lake, enforceable against Gammon Lake in accordance with its

terms, subject to bankruptcy, insolv
applicable Laws relating to or affecti

ency, reorganization, fraudulent transfer, moratorium and other
ng creditors’ rights generally, and to general principles of equity.

The execution and delivery by Gammon Lake of this Agreement and the performance by it of its

obligations hereunder and the comp

not:

etion of the transactions contemplated hereby, do not and will

() result in a violation, contravention or breach of, require any consent to be obtained under

or give rise to any termination rights under any provision of,
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|
(A) the articles or by-laws (or their equivalent) of Gammon Lake or any of the
Gammon Lake %ubsidiaries,

B) any Law,or !

|
© any contract, ag:rjeement, licence or permit to which Gammon Lake or any of the
Gammon Lake Subsidiaries is bound or is subject to or of which Gammon Lake

or any Gammon}! Lake Subsidiary is the beneficiary;
I

D) give rise to any right of termination or acceleration of indebtedness, or cause any
indebtedness O\X‘Hing by Gammon Lake or any of the Gammon Lake Subsidiaries
to come due before its stated maturity or cause any of its available credit to

cease to be avai}able;
|
(i1) result in the imposition“ of any Encumbrance upon any of the property or assets of

Gammon Lake or any of the Gammon Lake Subsidiaries or restrict, hinder, impair or
limit the ability of Gammon Lake or any of the Gammon Lake Subsidiaries to conduct
the business of Gammon Lake or any of the Gammon Lake Subsidiaries as and where it
is now being conducted; or

(iii) result in any payment| (including severance, unemployment compensation, golden
parachute, bonus or otherwise) becoming due to any director or officer of Gammon Lake
or any Gammon Lake Subsidiary or increase any benefits otherwise payable under any
pension or benefits plan jof Gammon Lake or any Gammon Lake Subsidiary or result in
the acceleration of the time of payment or vesting of any such benefits;

the directors of Gammon Lake have authorized the entering into of this Agreement, and the
performance of its provisions, by Gammon Lake;

I
the corporate records and minute bo‘aks of Gammon Lake and the Gammon Lake Subsidiaries have
been maintained in accordance with all applicable Laws and are complete and accurate in all material
respects, except where such incompleteness or inaccuracy would not have a Material Adverse Effect
on Gammon Lake;

I
Gammon Lake’s authorized capitall consists of an unlimited number of Common Shares and an
unlimited number of Class A and ‘Class B preference shares. As of the date hereof, there are

79,335,724 Gammon Common Shares and no Class A or Class B preference shares outstanding,
Gammon Lake Common Shares a‘lj'e set aside for issue under the Gammon Lake Options and
Gammon Lake Common Shares are ‘sjet aside for issue under the Gammon Lake Warrants. Except for
the Gammon Lake Options and excébt pursuant to this Agreement and the transactions contemplated

hereby, as of the date hereof, thereiare no options, warrants, conversion privileges or other rights,

agreements, arrangements or con%mitments (pre-emptive, contingent or otherwise) obligating
Gammon Lake or any of the Gammon Lake Subsidiaries to issue or sell any shares of Gammon Lake

or any of the Gammon Lake Subsidi“aﬁes or any securities or obligations of any kind convertible into

or exchangeable for any shares of Gammon Lake or any of the Gammon Lake Subsidiaries. All

outstanding Gammon Lake Common Shares have been authorized and are validly issued and
outstanding as fully paid and non-as%essable shares, free of pre-emptive rights. As of the date hereof,
there are no outstanding bonds, debl“entures or other evidences of indebtedness of Gammon Lake or
any of the Gammon Lake SubsidiariHes having the right to vote with the Gammon Lake Shareholders
on any matter. There are no outstanding contractual obligations of Gammon Lake or of any of the
Gammon Lake Subsidiaries to repu”rchase, redeem or otherwise acquire any outstanding Gammon
Lake Common Shares or with respegt to the voting or disposition of any outstanding Gammon Lake

Common Shares; |
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the only Subsidiaries of Gammon Lake are the Gammon Lake Subsidiaries and Gammon Lake does
not own a direct or indirect interest "n any other corporation or entity other than as disclosed in the
Gammon Lake Public Record; ;

il

|
since December 31, 2005, Gammon Lake has prepared and filed all documents required to be filed by

it with the Ontario Securities Commission in connection with its status as a “reporting issuer” under
the Securities Act (Ontario) and other applicable legislation and with those other jurisdictions where
it is a reporting issuer or the equivalent as required to be filed by it in connection with such status and
such documents, as of the date theylwere filed, or, if amended, as of the date of such amendment,
complied with applicable laws and did not fail to state a material fact required to be stated in order to
make the statements contained there‘:‘m not misleading in light of the circumstances in which they
were made. Gammon Lake has not ﬁled any confidential material change reports or other report or
document with any securities regulatory authority or commission or stock exchange that at the date
hereof remains confidential; |

Gammon Lake is a reporting issuer hor its equivalent in each of the Provinces of Alberta, Ontario,
Quebec, New Brunswick and Nova Scotia. The Gammon Lake Common Shares are registered under

section 12(b) of the 1934 Act. The dammon Lake Shares are listed on the TSX and AMEX;

the financial statements of Gammon Lake as at and for the fiscal periods ended March 31, 2006,
December 31, 2005 and July 31, 2‘905 have been prepared in accordance with Canadian GAAP
applied on a basis consistent with prior periods, are correct and complete and present fairly in all
material tespects the assets, liabilities (whether accrued, absolute, contingent or otherwise) and
financial condition of Gammon Laké on a consolidated basis, as at the respective dates thereof and
the revenues, earnings, and results oLf operations of Gammon Lake, on a consolidated basis, for the
fiscal periods ended March 31, 2006‘ December 31, 2005 and July 31, 2005. Except as disclosed by
Gammon Lake in the Gammon Lake‘ Public Record, neither Gammon Lake nor any of the Gammon
Lake Subsidiaries has any llablht‘y or obligation (including, without limitation, liabilities or
obligations to fund any operations c3:>r work or exploration program, to give any guarantees or for
Taxes), whether accrued, absolute, contingent or otherwise, not reflected in the unaudited
consolidated financial statements of Gammon Lake for the three month period ended March 31,
2006, except liabilities and obhgatlo%s incurred in the ordmary and regular course of business since
March 31, 2006 or which liabilities or obligations do not in the aggregate exceed $200,000. There
are reasonable grounds for behevm‘g that (i) Gammon Lake is able to pay its liabilities as they
become due, and (iii) no creditor of Gammon Lake will be prejudiced by the Arrangement;
‘\

since December 31, 2003, except as disclosed by Gammon Lake in the Gammon Lake Public Record:

(1) Gammon Lake and each‘{ of the Gammon Lake Subsidiaries has conducted its business
only in the ordinary and regular course of business consistent with past practice;

(i1) neither Gammon Lake nor any of the Gammon Lake Subsidiaries has incurred or suffered
a Material Adverse Change;

(iii) there has not been any ac qulsmon or sale by Gammon Lake or any of the Gammon Lake
Subsidiaries of any matenal property or assets thereof]
|

(iv) other than in the ordinaxiy and regular course of business consistent with past practice,
there has not been any irlicurrence, assumption or guarantee by Gammon Lake or any of
the Gammon Lake Subsidiaries of any debt for borrowed money, any creation or
assumption by Gammo% Lake or any of the Gammon Lake Subsidiaries of any
Encumbrance, any makir‘:lg by Gammon Lake or any of the Gammon Lake Subsidiaries,
of any loan, advance or :papital contribution to or investment in any other person (other
than (a) loans and advances in an aggregate amount which does not exceed $100,000

outstanding at any time, and (b) loans made to other Gammon Lake Subsidiaries) or any
entering into, amendment of, relinquishment, termination or non-renewal by Gammon
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M

™

(vi)

(vii)

(viii)

(ix)
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Lake or any of the Gammon Lake Subsidiaries of any contract, agreement licence, lease

transaction, commitment

‘or other right or obligation which would, individually or in the

aggregate, have a Material Adverse Effect on Gammon Lake;

Gammon Lake has not di

>clared or paid any dividends or made any other distribution on

any of the Gammon Lake Common Shares;

Gammon Lake has not effected or passed any resolution to approve a split, consolidation

or reclassification of any

“of the outstanding Gammon Lake Common Shares;

other than in the ordinary and regular course of business consistent with past practice,
there has not been any material increase in or modification of the compensation payable

to or to become payable
any of their respective di

\by Gammon Lake or any of the Gammon Lake Subsidiaries to

‘lrectors officers, employees or consultants or any grant to any

such director, officer, employee or consultant of any increase in severance or termination

i

pay or any increase or modification of any bonus, pension, insurance or benefit

arrangement (inctuding,
pursuant to the Gammo
directors or officers;

|without limitation, the granting of Gammon Lake Options
n Lake Share Option Pian) made to, for or with any of such

Gammon Lake has not eifected any material change in its accounting methods, principles

or practices; and

Gammon Lake has not
agreement, bonus, pensi
plan or shareholder right:

|
no consent, approval, order or autho;

‘adopted any, or materially amended any, collective bargaining
n, profit sharing, stock purchase, stock option or other benefit
plan.

rization of, or registration, or declaration with, any Government

Entity with jurisdiction over Gamrhon Lake or any Gammon Lake Subsidiary is required to be
obtained by Gammon Lake or any Sub31d1ary in connection with the execution and delivery of this
Agreement or the consummatlon of the Armangement, except for those consents, orders,
authorizations, declarations, reglstratlons or approvals that are contemplated by this Agreement,
including (i) any approvals requ1red by the Interim Order, (ii) any approvals required by the Final
Order; (iii) filing requiring under the OBCA and flings with and approvals required by Securities
Authorities and stock exchanges, (1v) any other consents, waivers, permits, order or approvals
referred to in the Gammon Lake Public Record; (v) any other or those consents, orders,
authorizations, declarations, registrations or approvals that, if not obtained, would not prevent or
materially delay the consummation jof the Arrangement or otherwise prevent Gammon Lake from
performing its obligations under this Agreement and could not reasonably be expected to have a
Material Adverse Effect on Gammon; Lake;

except as has been disclosed in ‘he Gammon Lake Public Record, there is no suit, action,
investigation or proceeding pending, or to the knowledge of Gammon Lake, threatened against
Gammon Lake or any Gammon Ilake Subsidiary that, individually or in the aggregate, could
reasonably be expected to have a’Material Adverse Effect upon Gammon Lake. There is no
bankruptcy, liquidation, wmdmg—up‘ or other similar proceeding pending or in progress, or, to the
knowledge of Gammon Lake, threatened against or relating to Gammon Lake or, any of the Gammon
Lake Subsidiaries, before any Govenlmental Entity. Neither Gammon Lake nor any of the Gammon
Lake Subsidiaries, nor any of their respective properties or assets is subject to any outstanding
judgment, order, writ, injunction or Hdecree that involves or may involve, or restricts or may restrict,
or requires or may require, the expenditure of an amount of money in the aggregate in excess of
$100,000 as a condition to or a nec‘esswy for the right or ability of Gammon Lake or the Gammon
Lake Subsidiary, respectively, to conduct its business in all material respects as it has been carried on
prior to the date hereof, or that would materially impede the consummation of the transactions
contemplated by this Agreement. ‘




(m)

i
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except as set forth in the Gammon La;ke Public Record:

@

(i)

(iii)

(v)

)

(vi)

each of Gammon Lake and the Gammon Lake Subsidiaries is and has been in compliance

with all applicable Environmental Laws, except to the extent that a failure to be in such
compliance would not be reasonably likely to have a Material Adverse Effect on
Gammon Lake. :
I
the properties held by Gammon Lake have not been used to generate, manufacture,
refine, treat, recycle, transport, store, handle, dispose, transfer, produce or process
Hazardous Substances, ‘} except in compliance in all material respects with all
Environmental Laws. ane of Gammon Lake, the Gammon Lake Subsidiaries or any
other person in control of any properties held by Gammon Lake has caused or permitted
the Release of any Hazar‘(fdous Substances at, in, on, under or from any properties held by
Gammon Lake, except in compliance with all Environmental Laws, except to the extent
that a failure to be in such compliance would not be reasonably likely to have a Material
Adverse Effect on Gammon Lake. All Hazardous Substances handled, recycled,
disposed of, treated or stored on or off site of the properties held by Gammon Lake have
been handled, recycled, J{iisposed of, treated and stored in material compliance with all
Environmental Laws exﬁept to the extent that a failure to be in such compliance would
not be reasonably likely|to have a Material Adverse Effect on Gammon Lake. To the
knowledge of Gammon ‘Lake, there are no Hazardous Substances at, in, on, under or
migrating from properties held by Gammon Lake, except in material compliance with all

Environmental Laws. i
I

none of Gammon Lake, [the Gammon Lake Subsidiaries or any other person for whose
actions Gammon Lake 03‘ an Gammon Lake Subsidiary may be partially or wholly liable,
has treated or disposed, or arranged for the treatment or disposal, of any Hazardous
Substances at any locat%on: (i) listed on any list of hazardous sites or sites requiring
Remedial Action issued ‘by any Governmental Entity; (it) to the knowledge of Gammon
Lake, proposed for listing on any list issued by any Governmental Entity of hazardous

sites or sites requiring Remedial Action, or any similar federal, state or provincial lists; or

(iii) the subject of enforcement actions by any Governmental Entity that creates the

reasonable potential for
any of the Gammon Lak
Gammon Lake, previou

:any proceeding, action, or other claim against Gammon Lake or
e Subsidiaries. No site or facility now or, to the knowledge of
ly owned, operated or leased by Gammon Lake or any of the

Gammon Lake Subsidiaries is listed or, to the knowledge of Gammon Lake, proposed for
listing on any list issued ‘by any Governmental Entity of hazardous sites or sites requiring
Remedial Action or is the subject of Remedial Action.

|
none of Gammon Lake,|the Gammon Lake Subsidiaries or any other person for whose

actions Gammon Lake or an Gammon Lake Subsidiary may be partially or wholly liable
has caused or permittedH the Release of any Hazardous Substances on or to any of the
properties owned, leased or operated by Gammon Lake in such a manner as: (i) would be

reasonably likely to imp‘jose Liability for cleanup, natural resource damages, loss of life,

personal injury, nuisanc“‘e or damage to other property, except to the extent that such
Liability would not have a Material Adverse Effect on Gammon Lake; or (ii) would be
reasonably likely to res*llt in imposition of a lien, charge or other encumbrance or the
expropriation on any of the properties owned, leased or operated by Gammon Lake or the
assets of any of Gammon Lake or the Gammon Lake Subsidiaries.

I
none of the Gammon I_uake Properties has or is required to have any deed notices or
restrictions, institutional controls, covenants that run with the land or other restrictive
covenants or notices arising under any Environmental Laws.

\‘
none of Gammon Lake or the Gammon Lake Subsidiaries has received any notice, formal

or informal, of any pr(%ceeding, action or other claim, Liability or potential Liability
|




(n)

(0)

®

@

()

arising under any Environmental Laws, from any person related to any of the properties

owned, leased or operated‘ by Gammon Lake that is pending as of the date hereof.
Gammon Lake and each Gammoi Lake Subsidiary has good and marketable title, applying
customary standards in the mining mdustry, to its operating properties and properties with proven and

I

probable ore reserves (other than property as to which Gammon Lake or a Subsidiary is a lessee, in
which case it has a valid leasehold interest), except for such defects in title that individually or in the
aggregate, could not reasonably be éxpected to have a Material Adverse Effect on Gammon Lake.
Furthermore, all real and tangible per‘sonal property of each of Gammon Lake and the Gammon Lake
Subsidiaries is in generally good rep‘axr and is operational and usable in the manner in which it is
currently being utilized, subject to lnormal wear and tear and technical obsolescence, repair or
replacement; |

the estimates regarding proven and

probable reserves of Gammon Lake as set forth in the report

entitled “Gammon Lake Resources Inc. Ocampo Deposit Mineral Resources & Reserves Technical

Report” dated January 2006, prepare

engineering practices and were, at
requirements applicable to the prese

d by Mintec, Inc., were prepared in accordance with accepted
such date, in compliance in all material respects with the
ntation of such reserves in documents filed with the Ontario

Securities Commission,;

each of Gammon Lake and each Sub51d1ary has all permits, licences, certificates of authority, orders
and approvals of, and has made‘ all filings, applications and registrations with, applicable
Governmental Entities that are required in order to permit it to carry on its business as presently
conducted, except for such perm‘lts licences, certificates, orders, filings, applications and
registrations the failure to have or mz‘lke individually or in the aggregate, have not had and could not
reasonably be expected to have, a Ma‘tenal Adverse Effect on Gammon Lake;

each of Gammon Lake and each G‘ammon Lake Subsidiary has duly filed on a timely basis all
material tax returns required to be ﬁléd by it and has paid all taxes which are due and payable and has
paid all assessments and reassessme&ts, and all other taxes, governmental charges, penalties, interest
and fines due and payable on or bt”:fore the date hereof, in each case, of a material nature, and
adequate provision has been made fcur taxes payable in a material amount for the current period for
which tax returns are not yet reqmred to be filed; there are no actions, suits, or claims asserted or
assessed against Gammon Lake or any Gammon Lake Subsidiary in respect of taxes, governmental
charges or assessments, nor any mat‘ters under discussion with any Governmental Entity relating to
taxes, governmental charges or assessments asserted by such Governmental Entity that could be
reasonable expected to have a Matérial Adverse Effect. Since December 31, 2005, no material
liability for Taxes not reflected in ‘ the consolidated financial statements of Gammon Lake or
otherwise provided for has been asse”ssed proposed to be assessed, incurred or accrued other than in
the ordinary course of business. To the knowledge of Gammon Lake, there are no material proposed
(but unassessed) additional Taxes an“d none have been asserted by the Canada Revenue Agency or
any other taxing authority, 1nc1udmg‘, without limitation, any sales tax authority, in connection with
any of the Tax returns referred to aboye, and no waiver of any statute of limitations has been given or
requested with respect to Gammon Lake or any of the Gammon Lake Subsidiaries. No lien for Taxes
has been filed or exists other than for Faxes not yet due and payable;

the business of Gammon Lake and thje business of each Subsidiary is being conducted in all material
respects in compliance with all appli‘Fable laws, regulations and ordinances of all authorities having
Jjurisdiction, except where the failure to comply would not be reasonably likely, individually or in the
aggregate, to have a Material Advqrse Effect on Gammon Lake; neither Gammon Lake nor any
Subsidiary has been notified by any Govemmental Entity of any investigation with respect to it that is
pending or threatened, nor has any Governmental Entity notified Gammon Lake or any Subsidiary of
such Governmental Entity’s mtentlo‘n to commence or to conduct any investigation that would be

reasonably likely to have a Material Adverse Effect on Gammon Lake;

\
\
|
|
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)

(y)

Gammon Lake is not subject to any

Securities Authority and, to the knov
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lcease trade or other order of any applicable stock exchange or

‘vledge of Gammon Lake, no investigation or other proceedings

involving Gammon Lake that may operate to prevent or restrict trading of any securities of Gammon

Lake are currently in progress or
Authority;

pending before any applicable stock exchange or Securities
|
i

no person has any agreement or option or any right or privilege capable of becoming an agreement or

option for the purchase from Gammon Lake or the Gammon Lake Subsidiaries of any of the material
assets of Gammon Lake or any of the Gammon Lake Subsidiaries, other than as described or

contemplated herein;

Gammon Lake beneficially owns or controls, directly or indirectly, an aggregate of 13,850,000

Mexgold Common Shares;

to the best knowledge of Gammon L%Lke, the directors and officers of Gammon Lake own, directly or
indirectly, beneficially or of record, the following securities of Mexgold:

|
i Holdings in Mexgold
Name \ Mexgold Common Shares Mexgold Options

Fred George | - 2,800,000

\
Brad Langille | 450,000 1,700,000

|
Colin Sutherland - 150,000
Dale Hendrick 6,000 -
John Thornton 28,000 -

Alejandro Caraveo

Francesco Conte

Kent Noseworthy

Canek Rangel

the board of directors of Gammon L

ike has received on or before the date hereof advice from BMO

NB indicating that the share exchange ratio for the Arrangement is fair, from a financial point of

view, to Gammon Lake;

upon issuance of the Gammon Common Shares under the Arrangement and as contemplated by this

Agreement (including without hmltanon on the exercise of Gammon Lake Options issued in

exchange for Mexgold Options, and upon the exercise of Mexgold Warrants), such Gammon

Common Shares will be validly 1ssped and outstanding as fully paid and non-assessable and the
resale of such shares will be exempt from the prospectus requirements of applicable securities laws of

Canada and other similar requirem

énts of the applicable federal and state securities laws of the

United States (other than such restn‘ctlons on resale referred to in Subsections 10.1(g) and 10.1(i))

hereof;

|

the information with respect to and <upplled by Gammon Lake to be included in the Proxy Circular

will not contain any untrue statemen

of any material fact and will not omit to state any material fact
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required to be stated therein or nece‘;ssary in order to make any statement therein not misleading in
light of the circumstances under whiqh it was made;

\\

(z) Gammon Lake has made available to Gammon Lake all material information, including financial,
operational and other information, in respect of Gammon Lake and the Gammon Lake Subsidiaries
and all such information as made %wallable to Gammon Lake is true and correct in all material
respects and no material fact or facts have been omitted therefrom which would make such
information misleading; i

(aa) the principal offices of Gammon Laque are not located in the United States;

|

I

(bb) all of the assets and property of Gam%on Lake and the Gammon Lake Subsidiaries, taken as a whole,
are located outside the United Statesjand did not generate aggregate sales in or into the United States
exceeding U.S. $56.7 million duringGammon Lake’s most recent financial year;

|

(cc) as of the date hereof, Gammon Lake is a *“foreign private issuer” as defined in Rule 405 under the
1933 Act; and |

(dd) Gammon Lake is not registered, ar}d is not required to be registered, as an open-end investment
company, a closed-end investment [company, a unit investment trust or a face-amount certificate
company under the 1940 Act. 1

11.3 The representations and warranties of M:exgold and Gammon Lake contained in this Agreement shall
survive the execution and delivery of this Agreement and shall expire and be terminated and extinguished on the
Effective Date. Any investigation by Gammon Lake or Mexgold and their respective advisors shall not mitigate,

diminish or affect the representations and warranties contained in this Agreement.

|
ARTICLE 12

NON }SOLICITATION

12.1 From the date hereof until the earlier of (i)}the termination of this Agreement in accordance with Article 16
hereof and (ii) the completion of the Arrangement, Mexgold shall not and shall not permit any of its Subsidiaries to,
directly .or indirectly, through any officer, director, employee, advisor, representative or agent, (a) solicit, initiate,

facilitate, engage in or respond to or encourage (ix“lcluding by way of furnishing information or entering into any
form of agreement, arrangement or understanding) any Acquisition Proposal; (b) encourage or participate in any

discussions or negotiations regarding any Acquisiti::on Proposal; (c) accept, approve or recommend any Acquisition
Proposal; or (d) cause Mexgold or any Subsidiary to enter into any agreement, arrangement or understanding related

to any Acquisition Proposal; provided, however, that nothing contained in this Agreement shall prevent the board of

directors of Mexgold which receives an unsolicitéd and bona fide Acquisition Proposal after the date hereof in
respect of it, from considering, negotiating, approvi‘ng or recommending to its shareholders an Acquisition Proposal
which the board of directors of Mexgold determines in good faith, after consultation with its financial and legal
advisors that failure to take such action would be m‘é:onmstent with its fiduciary duties under applicable laws, would

if consummated in accordance with its terms, result|i m a Superior Proposal.

12.2  From and after the date hereof, Mexgold shall immediately cease and cause to be terminated in writing any
existing discussions or negotiations with any per:json (other than Gammon Lake) with respect to any potential
Acquisition Proposal and shall, subject to Section 12.4, cease to provide any other person with access to information
concerning Mexgold and its Subsidiaries and exercise all rights it has to require the return or destruction of all
confidential information. Mexgold agrees not to rFlease or permit the release of any person from, or waive any
confidentiality, non-solicitation or standstill agreement to which such person is a party, unless the board of directors

of Mexgold has determined that such person has made a Superior Proposal.
\

12.3 Mexgold shall promptly notify Gammon i},ake orally and in writing within 24 hours of any Acquisition
Proposal or any amendment to an Acquisition Proposal being received directly or indirectly by Mexgold, or any

request for non-public information relating to Mexéold or any of its Subsidiaries, as the case may be, in connection
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I
with such an Acquisition Proposal or for access” to the properties, books and/or records of Mexgold or any
Subsidiary, by any person that informs Mexgold oq! such Subsidiary that it is considering making, or has made, an
Acquisition Proposal. Such written notice shall include a copy of any written Acquisition Proposal and all
amendments thereto or, in the absence of a written Acquisition Proposal, a description of the material terms and
conditions thereof, in either case including the identity of the person making the Acquisition Proposal.

\

12.4  If Mexgold receives a request for non-public information from a person who has made or intends to make
an Acquisition Proposal and the Special Committe¢ determines in good faith after consultation with financial and
legal advisors that such Acquisition Proposal is, or ijfmade could reasonably be expected to be, a Superior Proposal,
then, and only in such case, Mexgold may, subject\\to the execution by such person of a confidentiality agreement
containing appropriate standstill and other provisio‘ps, provide such person with access to non-public confidential
information regarding Mexgold; provided that Mexgold shall send a copy of any such confidentiality agreement

(including the identity of the person who has entered into such agreement) to Gammon Lake as soon as practicable

and in any event within 24 hours of its execution an‘#i shall, as soon as practicable and in any event within 24 hours,
provide Gammon Lake with a list and copies of alHI information provided to such person that was not previously
provided to Gammon Lake and immediately provide Gammon Lake with all other information that was provided to

such person. |

|

12.5 Mexgold shall ensure that its officers, di‘,ectors and employees and those of its Subsidiaries and any
financial, legal and other advisors, agents and repré:sentatives retained by Mexgold are aware of the provisions of
this Article 12; and Mexgold shall be responsible}\ for any breach of this Article by such persons. For greater
certainty, any amendment to an Acquisition Proposal shall constitute a new Acquisition Proposal for the purposes of
this Article 12. |

!
A‘\;\RTICLE 13

NOTICE OF SUPERIOR PROPOSAL DETERMINATION

|
13.1  If Mexgold has fully complied with Article 12 and this Article 13, Mexgold may accept, approve,
recommend or enter into any agreement, understan‘c‘iing or arrangement in respect of an Acquisition Proposal and
withdraw or modify in a manner adverse to Gammop Lake its recommendation of the approval of the Arrangement,

if and only if it 1}
a) provides to Gammon Lake: (i) writte“n notice that the Special Committee has determined that it has
received and is prepared to accept “a Superior Proposal; (ii) a copy of any agreement or other
document in respect of such Superior Proposal as exccuted by the person making the Superior
Proposal, in each case as soon as pos}sible but in any event not less than five full business days prior
to acceptance of the Superior Proposal by the board of directors of Mexgold; and (iii) in the case of
an Acquisition Proposal that include§} non-cash consideration, the value or range of values attributed
by the board of directors of Mex“gold, in good faith, for such non-cash consideration after
consultation with its financial advisors;

(b) provides Gammon Lake with an opportunity (but not the obligation), during the five business day
period referred to in Subsection 13.1(a) to propose to amend this Agreement to provide for
consideration having a value equivalé]nt to or more favourable to the Mexgold Shareholders than that
of the Superior Proposal with the result that the Superior Proposal would cease to be a Superior
Proposal; and '
() subject to Section 13.2, terminates this Agreement pursuant to Subsection 16.1(c) and reimburse
Gammon Lake as contemplated by Se“‘ction 17.3.
13.2  In the event that Gammon Lake agrees to zimend this Agreement in the manner described in Section 13.1,
the Special Committee shall consider the terms of |the proposed amendment, and: (i) if the board of directors of
Mexgold concludes the Superior Proposal is no longer a Superior Proposal given the terms of the proposed
amendment, Mexgold shall not implement the proposed Superior Proposal and shall not terminate this Agreement
pursuant to Subsection 16.1(c), and shall agree to the proposed amendments to this Agreement; or (ii) if the board of
directors of Mexgold concludes that the Acquisition Proposal would nonetheless remain a Superior Proposal,
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Mexgold shall terminate this Agreement in aCC(!)rdance with Subsection 16.1(c) and concurrently reimburse
Gammon Lake as contemplated by Section 17.3 and only thereafter Mexgold may enter into an agreement in order
to implement the Superior Proposal.
\
ARTICLE 14
STRUCTURE SUBSEQUENT TO THE ARRANGEMENT

14.1 In conjunction with the completion of the Arrangement:

(a) Gammon Lake shall determine: (i) whlch personnel of Mexgold will be appointed or retained upon
the completion of the Arrangement,} and (ii) which directors, officers, employees, consultants and
other personnel of Mexgold will be nﬁamtamed or retained subsequent to the Arrangement;

) subject to clause (a) above, Mexgold[‘shall use all reasonable efforts to cause all directors and officers
of Mexgold who will not be retained to resign and sign releases in favour of Mexgold concurrently
with the completion of the Arrangement;

(c) Gammon Lake and Mexgold shall L‘}‘lse all reasonable efforts to maintain and satisfy all covenants
under the employment, consulting or other advisory agreements to which it is a party with any
director, officer, employee, consultant or other personnel who will not be maintained or retained
subsequent to the Arrangement.

|
/
ARTICLE 15

AMENDMENT

|

15.1 This Agreement may, at any time and flﬁom time to time before or after the holding of the Mexgold

Meeting, be amended by written agreement of the" parties hereto, subject to applicable Law, further notice to or

authorization on the part of the Mexgold Shareholders and any such amendment may, without limitation:

. | L
(a) change the time for performance of any of the obligations or acts of Gammon Lake or Mexgold;
b) waive any inaccuracies in or modify any representation or warranty contained herein or in any
document delivered pursuant hereto; ‘
(c) waive compliance with or modify ar‘ y covenants given by Gammon Lake or Mexgold and waive or

modify performance of any of the ob%,igations of Gammon Lake or Mexgold; and

(d) waive compliance with or modify an‘y conditions precedent contained herein;
provided that notwithstanding the foregoing, fo‘llowing the receipt of any necessary approval of Mexgold
Shareholders or Mexgold Optionholders, the con51derat10n payable to Mexgold Shareholders and Mexgold
Optionholders under the Arrangement may not be decreased without the further approval of Mexgold Shareholders
and Mexgold Optionholders given in the manner ‘as required for the approval of the Arrangement or as may be
ordered by the Court.

|

15.2 In addition to the transactions contemplated hereby or at the request of a party hereto, the parties hereto will
continue from and after the date hereof and thr ‘)ugh and including the Effective Date to use their respective
commercially reasonable best efforts to maximize present and future planning opportunities for Mexgold, the
Mexgold Shareholders, the Mexgold Subsidiaries, Gammon Lake and the Gammon Lake Subsidiaries as and to the
extent that the same shall not prejudice any party hereto or the sharcholders thereof. The parties hereto will ensure
that such planning activities do not impede the progress of the Arrangement in any material way.

15.3 The parties hereto mutually agree that if c!l party hereto proposes any other amendment or amendments to

this Agreement or to the Plan of Arrangement, Me)‘igold on the one hand, and Gammon Lake on the other hand, will
act reasonably in considering such amendment and if the other of them and the shareholders thereof are not
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prejudiced by reason of any such amendment they will co-operate in a reasonable fashion with the party hereto
proposing the amendment so that such amendment c;an be effected subject to applicable Laws.
ARTICLE 16
TERMINATION

16.1 This Agreement may be terminated, at any fume prior to the Effective Date:
(a) by the mutual written consent of Garr‘imon Lake and Mexgold,;

(b) by either party, upon providing writte‘:h notice to the other:

@) at any time if the othel" party is in breach of any of its representations warranties,
covenants or other agreements contained in this Agreement in any material respect, and

such breach is not capable of bemg cured or is not cured by the breaching party within
five business days of the giving of notice of such breach by the other party to the
breaching party; or i

\
(i) if any of the condmons for the benefit of the terminating party contained in this
Agreement is not satlsﬁed or waived on or before August 11, 2006 (or such later date as
the parties, acting reasonably, may agree to in writing) or such other time prior thereto as

is specified in this Agree%nent provided that the terminating party is not then in breach of

any representations, warr?nties and covenants herein contained in any material respect;
(c) by either party, upon the determin%ltion by Mexgold after conclusion of the process set out in
Article 12 that an Acquisition Propasal constitutes a Superior Proposal, the provision of notice to

Gammon Lake of a Superior Propogal as required by Article 13 and the time period for Gammon

Lake to propose an amendment to the Agreement as contemplated by Article 13 has elapsed;
‘1
i
(d) by Gammon Lake, if the board of %ﬂirectors of Mexgold (i) has withdrawn or changed any of its

recommendations to the Mexgold Shareholders in a manner adverse to Gammon Lake or which
would impede the completion of the‘} Arrangement, or has made a recommendation to the Mexgold
Shareholders not to accept or apprové the Arrangement, or (ii) has not submitted the Arrangement for
approval to Mexgold Shareholders on or prior to August 4, 2006 (or such later date as the parties,
acting reasonably, may agree to in vs”rntmg) provided that Gammon Lake has provided, on a timely
basis, information regarding Gammo}rll Lake required by applicable securities laws for inclusion in the
management information circular of Mexgold to be used at the Mexgold Meeting, or (iii) has failed to
solicit proxies in favour of approv‘mng the Arrangement, or (iv) has resolved to do any of the

foregoing; or !

|

I
(e) upon a vote at a duly held Mexgold Meeting or any adjournment or postponement thereof to obtain
the approval of the holders of Mexgohd Common Shares and Mexgold Options of the Arrangement or
any matter that could reasonably be e “ xpected to facilitate it, the approval of the holders of Mexgold
Common Shares and Mexgold Options is not obtained in accordance with applicable laws, including

without limitation, Rule 61-501; 1

16.2 In the event of termination of this Agreement by either party as provided in this Article 16, this Agreement
shall forthwith become void and there shall be no‘ liability or obligation on the part of either party, except with

respect to Article 17 and Article 18 which prov1510ns shall survive the termination; provided that notwithstanding
anything to the contrary contained in this Agreemen‘t neither party shall be (i) relieved or released from any liability
or damages arising out of any breach of this Agreucment prior to such termination or (ii) precluded from seeking
injunctive relief to restrain any breach or threatened breach of this Agreement or otherwise to obtain specific

performance of any provision of this Agreement. “
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ARTICLE 17
I‘SXPEN SES
171 The parties agree that all out-of-pocket thircti party transaction expenses of the Arrangement, including legal
fees, financial advisor fees, regulatory filing fees, all disbursements by advisors and printing and mailing costs, shall
be paid by the party incurring such expenses. |
|

17.2 Gammon Lake and Mexgold represent and warrant to each other that, except for BMO NB in the case of
Gammon Lake and TD Securities in the case of Mexl‘gold, no broker, finder, valuator, financial advisor or investment
banker is entitled to any brokerage, finder’s, financil advisory or other fee or commission, or to the reimbursement
of any of its expenses, in connection with the Arrang‘“ement

17.3  If the Agreement is terminated by either party pursuant to Subsection 16.1(c) or by Gammon Lake pursuant
to either of Subsections 16.1(b)(i) or 16.1(d), Mexgold shall forthwith reimburse Gammon Lake for all reasonable
expenses incurred by Gammon Lake in connection with the transactions contemplated hereby.

17.4 If this Agreement is terminated by Mexgold pursuant to Subsections 16.1(b)(1), Gammon Lake shall
forthwith reimburse Mexgold for all reasonable expenses incurred by Mexgold in connection with the transactions
contemplated hereby.

\
ARTICLE 18

DAMAGES

18.1 Payment by one party to the other party pursuant to Section 17.3 or 17.4 shall not be in lieu of any damages
or any other payment or remedy available at law or ‘m equity in the event of any wilful or intentional breach by the
party making the payment of any of its obligations o# covenants under this Agreement. In the event that the payment
by one party to the other party pursuant to Subsections 17.3 or 17.4, is made upon termination of this Agreement
other than as a result of the wilful or intentional breach by the party making the payment, the other party will have
no further claim against the party making the payn{ent in respect of the failure to complete the Arrangement as a
result of the event giving rise to the payment of suchjamount.

ARTICLE 19

NOTICES

\‘
19.1 Any notice, consent, waiver, direction or other communication required or permltted to be given under this
Agreement by Gammon Lake or Mexgold to the other shall be in writing and may be given by delivering same or
sendmg same by facsimile transmission addressed t‘o the party to which the notice is to be given at its address for
service herein. Any notice, consent, waiver, direction or other communication aforesaid shall, if delivered, be
deemed to have been given and received on the date on which it was delivered to the address provided herein (if a
business day, if not, the next succeeding business dagl) and if sent by facsimile transmission be deemed to have been
given and received at the time of recelpt unless actually received after 4:00 p.m. at the point of delivery in which

case it shall be deemed to have been given and receiv ved on the next business day.

19.2 The address for service of each of Gammon!

if to Gammon Lake: !

202 Brownlow Avenue
Dartmouth, Nova Scotia
B3B 1T5 i

Suite 306, Cambridge 2 \“
|
\

Attention: the President
Facsimile: (902) 468-0631




with a courtesy copy to (which shall not cor

Fasken Martineau DuMoulin LLP

Suite 4200 Toronto-Dominion Bank

Toronto Dominion Centre
Toronto, Ontario
MSK IN6

. .

stitute notice):
|
|
! Tower
|
It

Attention: John Turner
Facsimile: (416) 364-7814

if to Mexgold:

Suite 306, Cambridge 2 !
202 Brownlow Avenue
Dartmouth, Nova Scotia |

B3B 1T5 I

I
Attention: the Chairman of] ‘the Special Committee of the Board of Directors
Facsimile:

(902) 468-0631 |

with a courtesy copy to (which shall not coﬁstitute notice):
]
Cassels Brock & Blackwell LLP
Suite 2100, Scotia Plaza
40 King St. West
Toronto, ON
MSH 3C2

Attention: Mark Bennett
Facsimile:(416) 350-6933 !
|

ARTICLE 20
CURE PROVISIONS
|
lgive prompt notice to the other of the occurrence, or failure to
fective Date, of any event or state of facts which occurrence or

20.1  Each of Gammon Lake and Mexgold will
occur, at any time from the date hereof until the Ef
failure would, or would be likely to:

(a) cause any of the representations or wHarranties of it contained herein to be untrue or inaccurate in any
material respect on the date hereof onat the Effective Date; or
‘\
(b) result in the failure to comply with or satisfy any covenant, condition precedent or agreement to be

complied with or satisfied by it hereunder prior to the Effective Date.

|
20.2  Neither Gammon Lake nor Mexgold ma“y elect not to complete the transactions contemplated hereby
pursuant to the conditions precedent contained irlxj Article 10 or any termination right arising therefrom unless
forthwith and in any event prior to the filing of the articles of arrangement contemplated herein for acceptance by
the Director, the party hereto intending to rely there:Pn has delivered a written notice to the other party specifying in
reasonable detail all breaches of covenants, repr‘esentations and warranties or other matters which the party
delivering such notice is asserting as the basis for the non-fulfilment or the applicable condition precedent or
termination right, as the case may be. If any sucthotice is delivered, provided that the other party is proceeding
diligently to cure such matter and such matter is capable of being cured, no party may terminate this Agreement
until the later of August 11, 2006 and the expiratio‘ﬁ of a period of 10 days from such notice (such later period the
“Notice Period”). If such notice has been delivered|prior to the date of the Mexgold Meeting, such meeting shall be




postponed until the expiry of the Notice Period.
application for the Final Order or the filing of the

such application and such filing shall be postponed u
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If such notice has been delivered prior to the making of the
articles of arrangement contemplated herein with the Director,

“ntil the expiry of the Notice Period.

A‘RTICLE 21
GENERAL

211

convenience of reference only and shall not affect in

The division of this letter into sections, subsectlons and

paragraphs and the insertion of headings are for
‘any way the meaning or interpretation of this letter.

ted into this Agreement by reference and form a part hereof.

' . L .
Unless otherwise stated, all references in ‘ﬁhls letter to sums of money are expressed in lawful money of

21.2  The Schedules referred to herein are incorpc‘>ra
21.3 |
Canada. I
21.4 Time shall be of the essence in this Agreemjent.
21.5 ‘

Subject to Section 18.1, the parties hereto acknowledge and agree that an award of money damages may be

inadequate for any breach of this Agreement by any party hereto or its representatives and advisors and that such

breach may cause the non breaching party hereto ir'r“
event of any such breach or threatened breach of thi

Lake is the breaching party) or Gammon Lake (if]
requirement of posting a bond or other security, t

performance. Subject to any other provision hereof
will not be the exclusive remedies for any breach
available hereunder or at law or in equity to each of

eparable harm. Accordingly, the parties hereto agree that, in the
s Agreement by one of the parties hereto, Mexgold (if Gammon
<Mexgold is the breaching party) will be entitled, without the
3 seek equitable relief, including injunctive relief and specific
[1nclud1ng, without limitation, section 16.1 hereof, such remedies
of this Agreement but will be in addition to all other remedies
he parties hereto.

21.6 This Agreement constitutes the entire agr
supersedes the letter of intent between Gammon
agreements and understandings between Gammon L

21.7  Each of Gammon Lake and Mexgold shal
the other hereto, but without further consideration,
documents and instruments as shall be reasonably‘
intent hereof.

21.8
Ontario and the laws of Canada applicable therein.
to the non-exclusive jurisdiction of the Courts of th
relation to this Agreement.

21.9  This letter may be signed in identical coun
be an original and the counterparts are collectively d

cement between Gammon Lake and Mexgold and cancels and
Lake and Mexgold dated May 28, 2006 and all other prior
ake and Mexgold with respect to the subject matter hereof.

from time to time, and at all times hereafter, at the request of
do all such further acts and execute and deliver all such further
required in order to fully perform and carry out the terms and
\
|
|

This Agreement shall be governed by, an;i be construed in accordance with, the laws of the Province of

IEach of Gammon Lake and Mexgold hereby irrevocably attorns
Province of Ontario in respect of all matters arising under or in

terparts, each of which is and is hereby conclusively deemed to
eemed to be one instrument.

21.10  No waiver by either Gammon Lake or Méxgold shall be effective unless in writing and any waiver shall

affect only the matter, and the occurrence thereof, s
occurrence.

|
21.11  No director or officer of Mexgold shall h
fraud, negligence or wilful misconduct) to Gammor

pecifically identified and shall not extend to any other matter or

ave any personal liability whatsoever (other than in the case of

Lake under this Agreement or any other document delivered in

‘ . . |
connection with this Agreement or the Arrangement‘

|
21.12 ‘

by or on behalf of Mexgold.

No director or officer of Gammon Lake shall have any personal liability whatsoever (other than in the case

of fraud, negligence or wilful misconduct) to Mexgold under this Agreement or any other document delivered in

. . . h
connection with this Agreement or the Arrangement

by or on behalf of Gammon Lake.




|
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21.13  This Agreement shall enure to the beneﬁt of and be binding upon each of Gammon Lake and Mexgold and
their respective successors and permitted assigns. This Agreement may not be assigned by either Gammon Lake or
Mexgold hereto without the prior written consent of the other.

b

IN WITNESS WHEREOF the pa‘\frties hereto have executed this Agreement as of the date first
above written. |

| GAMMON LAKE RESOURCES INC.

; Name: (Signed) Fred George
| Title: Chairman and President

MEXGOLD RESOURCES INC.

|

l Name: (Signed) Glen Holmes

! Title: Chairman of the Special Committee of the
! Board of Directors of Mexgold Resources Inc.,
as authorized by the Board of Directors of
‘ Mexgold Resources Inc.
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%chedule A
|
PLAN OF ARRANGEMENT

H

UNDER SECTION 182 OF THE BI;;JSINESS CORPORATIONS ACT (ONTARIO)

ARTICLE 1
INTERPRETATION

1.1 Definitions. In this Plan of Arrangemerit unless there is something in the subject matter or context
inconsistent therewith, the following terms shall have the respective meaning as set out below and grammatical

- . .
variations of such terms shall have corresponding meanings:
i “

L
“Arrangement” means an arrangement under the provisions of section 182 of the OBCA, on the terms and
conditions set forth in this Plan of Arrangement, subject to any amendment or variation thereto made in

accordance with Section 5.1 hereof or made}; at the discretion of the Court in the Final Order;
|

“Arrangement Agreement” means the af{angement agreement made as of the 22nd day of June, 2006,
between Gammon Lake and Mexgold; h

“Business Day” means a day which is not a Saturday, Sunday or a statutory holiday in Toronto, Ontario or

Dartmouth, Nova Scotia; |
|

| .
“Circular” means the management proxy‘} circular of Mexgold, including the schedules attached thereto
and all amendments from time to time made thereto, prepared and delivered to the Mexgold Shareholders

in connection with the Mexgold Meeting; 11

“Court” means the Superior Court of Justi%e (Ontario);

| . o . .
“Depositary” means Computershare Investor Services at its principal offices in the City of Toronto;
|

“Director” means the Director appointed pursuant to section 278 of the OBCA;

|

|
“Dissent Rights” has the meaning set out iJI;‘l Section Article 4.1 hereof;
)

“Effective Date” means the date upon which this Plan of Arrangement becomes effective as established by
the date of issue shown on the Certificate q‘f Arrangement to be issued by the Director to Mexgold;

“Effective Time” means 12:01 a.m. (Toror“lto time) on the Effective Date;

(;
“Final Order” means the final order of” the Court approving the Arrangement, as such order may be
amended or modified by the highest court ﬁo which appeal may be sought;

|
“Gammon Lake” means Gammon Lake Resources Inc., a body corporate incorporated under the laws of
Canada; 1

I

“Gammon Lake Common Share” means‘ﬂ:a common share in the capital stock of Gammon Lake;

“Gammon Lake Option” has the meaning set out in Subsection 2.2 hereof,

U

i

| . .
“Interim Order” means the interim orderﬁof the Court cqntaining declarations, orders and directions made
in connection with the approval of the Arrangement;

7

I
“ITA” means the Income Tax Act (Canadz“‘i), as amended;
|
“Letter of Transmittal” means the ll‘:tter of transmittal forwarded by Mexgold to the Mexgold
Shareholders together with the Circular; |
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(

“Mexgold” means Mexgold Resources In¢., a body corporate existing under the laws of the Province of
Ontario; |

“Mexgold Common Share” means a common share in the capital stock of Mexgold,;
|

“Mexgold Meeting” means the special rheeting of Mexgold Shareholders and Mexgold Optionholders
(including any adjournment or postponem%nt thereof) to be held to consider, and if deemed advisable, to
|

approve the Arrangement;
‘\

“Mexgold Options” means options to pur<‘:hase Common Shares issued pursuant to Mexgold’s share option
plan;

!
“Mexgold Optionholders” means the holders of options to purchase Mexgold Common Shares;
i
|
“Mexgold Shareholders” means the registered holders of Mexgold Common Shares;

I
“OBCA” means the Ontario Business Corporations Act, RSO 1990, ¢.B16 (as amended to 2002, ¢.24); and
“Plan of Arrangement”, “hereof”, “hereHunder” and similar expressions mean this Plan of Arrangement
including the recitals and appendices hereto and any amendments thereof, and not any particular Article,
Section or other part hereof and include any amendment agreement or instrument supplementary or

\
ancillary hereto. i

1.2 Number, Gender and Persons. In this Plan of Arrangement, unless the context otherwise requires, words
importing the singular number shall include the pliral and vice versa, words importing any gender shall include all
genders and words importing persons shall include natural persons, corporations, partnerships, associations, trusts,
unincorporated organizations, governmental bodies|and other legal or business entities of any kind.

13 Interpretation Not Affected by Headings, etc. The division of this Plan of Arrangement into Articles,
Sections and other parts and the insertion of headings are for convenience of reference only and shall not affect the
construction or interpretation of this Plan of Arrangement.

14 Date for Any Action. In the event that a‘ny date on or by which any action is required or permitted to be
taken hereunder is not a Business Day, such actlon shall be required or permitted to be taken on or by the next
succeeding day which is a Business Day. ‘

1.5 Currency. All references to currency 1‘n this Plan of Arrangement are expressed in lawful money of
Canada. \\

|

b
1.6 Statutory References. Any reference in this Plan of Arrangement to a statute includes all regulations

made thereunder, all amendments to such statuté or regulations in force from time to time, and any statute or

regulation that supplements or supersedes such stav;lte or regulations.

1.7 Payments. Any payments to be made hereunder shall be made without interest and less any tax required
by law to be deducted and withheld. }
' I
ARTICLE 2

ARRANGEMENT

21 Binding Effect. This Plan of Arrangerrent will become effective on, and be binding on and after, the
Effective Time on all of the Mexgold Shareholders and beneficial holders of Mexgold Common Shares, the
Mexgold Optionholders, Mexgold and Gammon Lake




22

3.1

Events Sequential.
following order without any further act or formality?

(a)

(b)

(©)

" Delivery of Consideration. ‘1

(a)

(b)

- (©

ii
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‘\
|
|
At the Effective Ti‘me, the following shall occur and be deemed to occur in the

all issued and outstanding Mexg!old Common Shares (other than Mexgold Common Shares in
respect of which the holder has exercised his Dissent Rights and other than Mexgold Common
Shares beneficially owned, directly or indirectly, by Gammon Lake) shall be and be deemed to be
transferred to Gammon Lake (free of any claims or encumbrances) and the registered holders
thereof shall be entitled to recelvé from Gammon Lake in exchange for each such share, subject to
Section 3.3, 0.47 Gammon Lake Common Shares,

with respect to each Mexgold Common Share to which paragraph 2.2(a) applies:

) the registered holder the‘reof shall cease to be a holder of such share and such holder’s
name shall be removed from the register of holders of Mexgold Common Shares as of the
Effective Time; and :

(ii) Gammon Lake shall be land be deemed to be the transferee of such Mexgold Common
Share (free of any claims or encumbrances) and shall be entered in the register of holders
of Mexgold Common Shares as the holder thereof;, and

each outstanding Mexgold Optior!il shall be exchanged for one option to purchase a Gammon Lake
Common Share (a “Gammon [Lake Option”) and the Mexgold Option shall thereafter be
cancelled and cease to be outstandmg with each such Gammon Lake Option being exercisable for
that number of Gammon Lake hCommon Shares that is equal to (w) the number of Mexgold
Common Shares that would otherW1se have been issuable upon the exercise of the Mexgold
Option multlplled by 0.47 (rounded down to the nearest whole Gammon Lake Common Share) at
an exercise price per Gammon Lake Common Share equal to the exercise price of the applicable
Mexgold Option divided by 0. 47‘, provided that each such Gammon Lake Option will expire on
the date on which the respectlve Mexgold Option was to expire pursuant to its terms. The
registered holder of each Mexgold Option exchanged hereunder shall cease to be a holder of such
Mexgold Option and such holderj 'S name shall be removed from the register of holders of Mexgold
Options as of the Effective Time. |
HARTICLE 3

CERTIFICATES, l“’AYMENTS AND FRACTIONS

\4

At or promptly after the Effective Date, Gammon Lake will deposit with the Depositary the
certificates evidencing the Gammon Lake Common Shares payable and issuable in accordance
with the provisions of Article 2 hereof. Subject to Section 3.5, on and after the Effective Time,
certificates formerly representing Mexgold Common Shares (other than Mexgold Common Shares
beneficially owned, directly or indirectly, by Gammon Lake) shall cease to represent such shares

and shall represent the right only‘/‘ to receive the consideration therefor specified in Section 2.2 in

accordance with the terms of th
forth in this Article 3.

As soon as practicable after the

3 Arrangement, subject to compliance with the requirements set

Effective Date, upon the holder depositing with the Depositary

certificates representing Mexgoll‘d Common Shares accompanied by a duly completed Letter of
Transmittal and such other documents and instruments as the Depositary may reasonably requlre

Gammon Lake shall cause the

}Deposnary to deliver, to the registered holder or otherwise in

accordance with the Letter of T\‘ransmlttal the share certificates evidencing the Gammon Lake
Common Shares to which such holder is entitled in accordance with the terms of the Arrangement.

A holder of Mexgold Options at the Effective Time shall be entitled to receive an instrument
representing the Gammon Lake Qptions to which such holder is entitled pursuant to the provisions
hereof as soon as practical after the Effective Date upon delivery to Gammon Lake of such




“ -B-42 -

documents and instruments as Gammon Lake may reasonably require, and each and every
certificate, document, agreement|or other instrument, if any, formerly representing the Mexgold

Options shall be and shall be der;emed to be cancelled, void and of no further force and effect
without any further authorization, act or formality. Gammon Lake shall register and make

available or send by first class rrll[ail (postage prepaid) an instrument representing Gammon Lake
Options to the last address of each former holder of Mexgold Options as registered in the books
and records of Mexgold. .

3.2 Distributions with Respect to Unsurren‘(‘lered Certificates. No dividends or other distributions declared
or made effective after the Effective Time with respect to Gammon Lake Commeon Shares with a record date after

the Effective Time shall be paid to the holder of any unsurrendered certificate (which immediately prior to the

Effective Time represented outstanding Mexgold qommon Shares) and no cash payment in lieu of fractional shares
shall be paid to any such holder pursuant to Sectior‘; 3.3, unless or until the holder of such certificate shall surrender
such certificate in accordance with Section 3.1. Subject to applicable law, at the time of such surrender of any such
certificate (or, in the case of clause (ii) below, at the appropriate payment date), there shall be paid to the holder of

the certificates, without interest:

[

0] the amount of dividends}‘ or other distributions with a record date after the Effective Time
theretofore paid with respect to the Gammon Lake Common Shares to which such holder
is entitled pursuant hereto;

“
N . | - . .
(i1) on the appropriate payment date, the amount of dividends or other distributions with

record date after the Efffctive Time but prior to surrender and a payment date subsequent

to surrender, payable with respect to the Gammon Lake Common Shares.
|

|
33 No Fractional Shares or Options. No certificates or scrip representing fractional Gammon Lake

Common Shares or Gammon Lake Options will§ be issued to former holders of Mexgold Common Shares or

Mexgold Options and no dividend, stock split or ()‘;her change in the capital structure of Gammon Lake shall relate

to any such fractional security and such fractional jnterests shall not entitle the holder thereof to vote or to exercise
any rights as a security holder of Gammon Lake. In the event that the consideration specified in Section 2.2 would
otherwise result in a Mexgold Shareholder being e“,ntitled to a fractional Gammon Lake Common Share the number
of Gammon Lake Common Shares issuable to such Mexgold Shareholder on the completion of the Arrangement
will be rounded up (if the fractional interest is 0.5 %)r more) or down (if the fractional interest is less than 0.5) to the
nearest whole number of Gammon Lake Common Shares. In the event that the consideration specified in Section
2.2 would otherwise result in a Mexgold Optionﬂblder being entitled to a fractional Gammon Lake Option, such
Mexgold Optionholder shall only receive that number of Gammon Lake Options as it is entitled to receive pursuant

to Section 2.2 rounded down to the nearest whole C‘O‘}ammon Lake Option.

34 Lost Certificates. If any certificate whiclh} immediately prior to the Effective Time represented outstanding
Mexgold Common Shares that were exchanged pu‘rsuant to Article 2 hereof, has been lost, stolen or destroyed, upon
the making of an affidavit of that fact by the per“son claiming such certificate to be lost, stolen or destroyed, the
Depositary will, subject to the terms hereof], iSSljjle in exchange for such lost, stolen or destroyed certificate, a

certificate representing Gammon Lake Common Shares payable in respect thereof. When authorizing such issuance
in exchange for any lost, stolen or destroyed certificate, the person to whom a certificate representing Gammon Lake
Common Shares to be issued shall, as a condition|precedent to the issuance thereof, give a bond satisfactory to the

Depositary and Gammon Lake in such sum as “Gammon Lake may reasonably direct or otherwise indemnify
Gammon Lake, Mexgold and the Depositary in a

manner satisfactory to them against any claim that may be made
against Mexgold, Gammon Lake or the Depositar}T with respect to the certificate alleged to have been lost, stolen or

destroyed. ‘

I
35 Unclaimed Certificates. Notwithstand}"{ng any of the other provisions hereof, any certificate which
immediately prior to the Effective Time represented ‘outstanding Mexgold Common Shares (other than Mexgold
Common Shares beneficially owned, directly or in:cjiirectly, by Gammon Lake) that has not been surrendered with all
other documents and instruments required by Article 3 on or prior to the sixth anniversary of the Effective Date,
shall cease to represent a claim or interest of any kind or nature against Mexgold or Gammon Lake and the right of
such holder to receive Gammon Lake Common Shwares, shall be deemed to have been surrendered to Gammon Lake,

|
|
|
|
|
}




together with all entitlements to dividends, distribu
consideration.

3.6 Withholding Rights. Gammon Lake, Me
from any consideration payable to any holder of M
2.2 hereof, such amounts as Gammon Lake, Mex

|
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I, .
tions and any interest thereon held for such former holder, for no

xgold and the Depositary shall be entitled to deduct and withhold
exgold Common Shares or Mexgold Options pursuant to Section
rold or the Depositary determines it is required or permitted to

deduct and withhold with respect to such payment ‘Jnder the ITA, the United States Internal Revenue Code of 1986
or any provision of any other applicable federal, provincial, territorial, state, local or foreign tax laws, in each case,
as amended. To the extent that amounts are so withheld, such withheld amounts shall be treated for all purposes
hereof as having been paid to the holder of the sedurities in respect of which such deduction and withholding was
made, provided that such withheld amounts are acnjially remitted to the appropriate taxing authority.

I

IARTICLE 4
RIGIPITS OF DISSENT

|
4.1 Dissenting Mexgold Shareholders. Me)‘(‘gold Shareholders may exercise rights of dissent with respect to
Mexgold Common Shares held by them pursuant”to and in the manner set forth in section 185 of the OBCA in
connection with the Arrangement, as the same magl be modified by the Interim Order or the Final Order (“Dissent
Rights”) as if that section (as modified) was applicable to such registered holders of Mexgold common shares.

Mexgold Shareholders who exercise such rights to Jéiissent and who:

(a) are ultimately entitled to be paid ‘fair value for their Mexgold Common Shares in respect of which
‘ they dissent shall be deemed to Fave transferred such shares to Mexgold for cancellation on the
Effective Date immediately fo]lo‘yving completion of the steps described in Section 2.2; or
|
(b) are ultimately not entitled, for anl‘y reason, to be paid fair value for their Mexgold Common Shares

in respect of which they dissent, shall be deemed to have participated in the Arrangement on the
same basis as a non-dissenting [Mexgold Shareholder and shall be entitled to receive only the
Gammon Lake Common Shares that such non-dissenting Mexgold Shareholders are entitled to

receive, on the basis set forth in Section 2.2.
4.2 Holders. In no circumstances shall Mexéold, Gammon Lake or any other Person be required to recognize
a person exercising Dissent Rights unless such p%rson is a registered holder of the Mexgold Common Shares in
respect of which such Dissent Rights are sought to ‘Pe exercised.

|
4.3 Recognition of Dissenting Sharcholders. Neither Mexgold, Gammon Lake nor any other person shall be
required to recognize a Dissenting Shareholder as é registered or beneficial owner of Mexgold Common Shares at or
after the Effective Time, and at the Effective Time‘; the names of such Dissenting Shareholders shall be deleted from
the register of holders of Mexgold Common Shares maintained by or on behalf of Mexgold.

4.4 Dissent Right Availability. A registere? holder is not entitled to exercise Dissent Rights with respect to
Mexgold Common Shares if such holder votes (or instructs, or is deemed, by submission of any incomplete proxy,
to have instructed his, her or its proxyholder to vot“c{é) in favour of the Arrangement Resolution.

|
' ARTICLE 5

j GENERAL

5.1 Plan of Arrangement Amendment. N‘,exgold and Gammon Lake reserve the right to amend, modify
and/or supplement this Plan of Arrangement at an)‘:' time and from time to time prior to the Effective Time, provided
that any such amendment, modification or supplement must be contained in a written document which is: (i) agreed
to by Gammon Lake and Mexgold pursuant to the Arrangement Agreement, (ii) filed with the Court and, if made
following the Mexgold Meeting, approved by the|Court, and (iii} communicated to the Mexgold Shareholders and
Mexgold Optionholders if and as required by the Court. Any amendment, modification or supplement to this Plan
of Arrangement may be proposed by Mexgold or Gammon Lake at any time prior to or at the Mexgold Meeting with
or without any other prior notice or communicatifon and, if so proposed and accepted by the persons voting at the
Mexgold Meeting (other than as may be required under the Interim Order), shall become part of this Plan of
Arrangement for all purposes. I
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|
1

Any amendment, modification or supplement to this Plan of Arrangement which is approved or directed by the

Court following the Mexgold Meeting shall be effective only if it is consented to by Mexgold and Gammon Lake

and if required by the Court, consented to by M%:xgold Shareholders and Mexgold Optionholders voting in the

manner directed by the Court. |
|
|

Any amendment, modification or supplement to this Plan of Arrangement may be made unilaterally by Gammon

Lake and Mexgold following the Effective Date l‘fvithout the approval of the Mexgold Shareholders or Mexgold
Optionholders, provided that it concerns a matter v“vhich, in the reasonable opinion of Gammon Lake and Mexgold,
is of an administrative nature required to better giv c effect to the implementation of this Plan of Arrangement and is

not adverse to the financial or economic interests o”f any Mexgold Shareholder or Mexgold Optionholder entitled to
receive the consideration referred to in Section 1.2 hereof.

i\
5.2 Paramountcy. From and after the Effective Time (i) this Plan of Arrangement shall take precedence and

priority over any and all securities issued by Mexgold prior to the Effective Time, (ii) the rights and obligations of

the Mexgold Shareholders, Mexgold Optionholders, in respect of their former Mexgold security holdings shall be
solely as provided for in this Plan of Arrangemer{t, and (ii1) all actions, causes of actions, claims or proceedings
(actual or contingent, and whether or not previolsly asserted) based on or in any way relating to securities of
Mexgold shall be deemed to have been settled, com‘promised, released and determined without liability except as set
forth herein. !

|

53 Termination. At any time up until the t;ime the Final Order is made, Gammon Lake and Mexgold may
mutually determine not to proceed with this Plan of Arrangement, or to terminate this Plan of Arrangement,
notwithstanding any prior approvals given at theH Mexgold Meeting. In addition to the foregoing, this Plan of

Arrangement shall automatically and without noti‘jce, terminate immediately and be of no further force or effect,
upon the termination of the Arrangement Agreement in accordance with its terms.




;
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SCHEDULE C
I

VALUATION AND FAIRNESS OPINION

Securities

! TD Securities Inc.

TD Tower

66 Wellington Street West, 8 Floor
! Toronto, Ontario M3K 1A2

May 28, 2006 |

The Special Committee of the Board of Dlrectors
Mexgold Resources Inc.
202 Brownlow Avenue i
Cambridge 2, Suite 306

Dartmouth, Nova Scotia I
B3B IT5

To the Special Committee: “

TD Securities Inc. (“TD Securities™) under‘stands that Mexgold Resources Inc. (“Mexgold”, or the
“Company”) has entered into an agreement qlated May 28, 2006, (the “Pre-Arrangement Agreement™)
with Gammon Lake Resources Inc. (“Gamrﬂpn Lake”) pursuant to which Gammon Lake proposes to
acquire all of the outstanding common shares (the “Mexgold Common Shares”) and options (the
“Mexgold Options™) other than Mexgold Co‘mmon Shares held by Gammon Lake by way of a court

approved plan of arrangement (the “Arrangement”) under the Business Corporations Act (Ontario).

Pursuant to the Arrangement, holders of Mexgold Common Shares (“Mexgold Shareholders™) will
receive 0.47 of a Gammon Lake common sha”re (the “Consideration”) for each Mexgold Common Share
held. Holders of Mexgold Options (“Mexgold Optionholders™) will receive options (“Gammon Lake
Options”) to acquire a proportionate numﬂer of Gammon Lake common shares (“Gammon Lake
Common Shares™) at a proportionate price (m each case based on the exchange ratio of 0.47 Gammon
Lake Common Shares for each Mexgold Com“mon Share (the “Exchange Ratio™). The above description
is summary in nature. The specific terms and conditions of the Arrangement are to be described in the
arrangement agreement (the “Arrangement Agreement”) which is to be entered into by Mexgold and
Gammon Lake and in a management 1nf0rmat10n circular (the “Management Information Circular™)
which is to be mailed to Mexgold Shareholders and Mexgold Optionholders in connection with the

Arrangement. \‘

\
TD Sécurities also understands that a speci?l committee (the “Special Committee™) of the board of
directors (the “Board of Directors™) of Me‘;xgold who are independent of Gammon Lake has been
constituted to consider the Arrangement and make recommendations thereon to the Board of Directors.

The Special Committee has retained TD SecuHrities to prepare and deliver to the Special Committee: (i) a
formal valuation (the “Valuation”) of the Mexgold Common Shares in accordance with the requirements

of Ontario Securities Commission Rule 61-591 and its Companion Policy (collectively, the “Policies™);
and (ii) an opinion (the “Fairness Opinion™) ngarding the fairness of the Consideration to be received by
the Mexgold Shareholders other than Gammon Lake (the “Mexgold Minority Shareholders™) in

connection with the Arrangement. i
|




!
ENGAGEMENT OF TD SECURITIES BY THE SP{ECLAL COMMITTEE
.
TD Securities was engaged by the Spemal\Commlttee pursuant to an engagement agreement (the
“Engagement Agreement”) dated March 16, 2006. On May 28, 2006, at the request of the Special
Committee, TD Securities orally delivered the Valuation and Fairness Opinion. This Valuation and
Fairness Opinion provides the same opinions, in wrltmg, as of May 28, 2006. The terms of the
Engagement Agreement provide that TD Secuﬁltles will receive a fee of $500,000 for its services and is to
be reimbursed for its reasonable out-of- poc<et expenses. In addition, the Company has agreed to
indemnify TD Securities, in certain circumstances, against certain expenses, losses, claims, actions,
damages and liabilities incurred in connectlonl with the provision of its services. The fee payable to TD
Securities is not contingent in whole or in part on the outcome of the Arrangement or on the conclusions

reached in the Valuation or the Fairness Opini(i mn.

Subject to the terms of the Engagement Agreement TD Securities consents to the inclusion of the
Valuation and Fairness Opinion in the Management Information Circular, with a summary thereof, in a
form acceptable to TD Securities, and to the fi iling thereof by the Company with the applicable Canadian
securities regulatory authorities.

-C-2-
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CREDENTIALS OF TD SECURITIES h

D Securmes is a Canadian investment banlgng firm with operations in a broad range of investment
banking activities, including corporate and éovement finance, mergers and acquisitions, equity and
fixed income sales and trading, investment management and investment research. TD Securities has
participated in a significant number of trans”actlons involving public and private companies and has
extensive experience in preparing valuations aﬁld fairness opinions.

The Valuation and Fairness Opinion are the qplmons of TD Securities and their form and content have
been approved by a committee of senior in :estment banking professionals of TD Securities, each of
whom is experienced in merger, acqu1smon,h divestiture, valuation and fairness opinion matters. The
Valuation and Fairness Opinion have been prepared in accordance with the Disclosure Standards for
Formal Valuations and Fairness Opinions }‘of the Investment Dealers Association of Canada (the
“Association™) but the Association has not be‘en involved in the preparation or review of this Valuation

and Fairness Opinion.

INDEPENDENCE OF TD SECURITIES ‘;

\
Neither TD Securities nor any of its affiliated |entities is an associated or affiliated entity or issuer insider
(as those terms are used in the Policies) of Mexgold Gammon Lake or any other interested party (as that
term is used in the Policies) (collectively, the‘ “Interested Parties™) in connection with the Arrangement.
Except as financial advisor to the Special (%ommiﬁee, neither TD Securities nor any of its affiliated
entities is an advisor to any of the Interested P;"irties with respect to the Arrangement.

TD Securities and its affiliated entities have nbt been engaged to provide any financial advisory services,
nor have they acted as lead or co-lead manage“r on any offering of Mexgold Common Shares or Gammon
Lake Common Shares or other securities of el‘j[her Mexgold or Gammon Lake, or had a material financial
interest in any transaction involving Mexgold Gammon Lake or any Interested Party during the
24 months preceding the date on which TD Securmes was first contacted in respect of the Valuation and

Fairness Opinion. |

\
The fees paid to TD Securities in connection Yvith the Engagement Agreement do not give TD Securities
any financial incentive in respect of the conch‘lsions reached in the Valuation or the Fairness Opinion and
TD Securities has no material financial interest in the completion of the Arrangement. No understandings

Member of TD Bank Financial Group
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or agreements exist between TD Securities and Mexgold, Gammon Lake, or other Interested Parties with
respect to future financial advisory or investm‘ent banking business. TD Securities may in the future, in
the ordinary course of its business, perform financial advisory or investment banking services for
Mexgold, Gammon Lake, or other Interested P‘ arties. The Toronto-Dominion Bank, the parent company
of TD Securities, may provide credit facilities“ or other banking services to Mexgold, Gammon Lake, or

other Interested Parties from time to time in the ordinary course of business.
|

|
TD Securities acts as a trader and dealer, both‘r as principal and agent, in major financial markets and, as
such, may have and may in the future have p‘lasmons in the securities of any Interested Party and, from
time to time, may have executed or may execu‘te transactions on behalf of such companies or other clients
for which it may have received or may receive compensation. As an investment dealer, TD Securities
conducts research on securities and may, in the ordinary course of its business, provide research reports

and investment advice to its clients on m\‘/estment matters, including matters with respect to the

Arrangement, Mexgold, Gammon Lake, or other Interested Parties.

|
SCOPE OF REVIEW {

In connection with the Valuation, TD Securities reviewed and relied upon (without attempting to verify
independently the completeness or accuracy of) or carried out, among other things, the following:

1. the Pre-Arrangement Agreement between Mexgold and Gammon Lake dated May 28, 2006,
outlining the proposed terms of the Arrangement;

2. audited financial statements of Mexgold as at and for the 8 months ended December 31,

2005 and as at and for the years e‘nded April 30, 2003, 2004 and 2005, and of Gammon Lake

as at and for the 5 months ended Pecember 31, 2005, and as at and for the years ended July
31, 2003, 2004 and 2005; ‘

unaudited interim financial statements of Mexgold as at and for the three month period ended
March 31, 2006, and of Gammon‘;Lake as at and for the three month periods ended April 30,
2005,and March 31,2006; |

[9%)

4. annual reports, annual informatlgn forms, proxy statements and management information
circulars, where available, of Mexgold and Gammon Lake for their most recent three fiscal
years as outlined above;

i
5. the technical report prepared by L R. Kilpatrick Associates Inc. for the Special Committee
of Mexgold dated April 28, 20 )6 titled “Technical Input For The Special Committee’s

Valuation of Mexgold ResourceJ Inc.’s El Cubo and Guadalupe y Calvo Assets, Mexico”

(the “LRK Report”); ‘i‘
6. unaudited projected operating and financial forecast models associated with the LRK Report
for the years December 31, 2006, ithrough December 31, 2025;
7. the technical report prepared by Mintec, Inc. titled “Ocampo Deposit Mineral Resources &
Reserves Technical Report — January 2006”;
|
8. the bankable feasibility study prjepared by Kappes Cassiday & Associates titled “Ocampo,
Chihuahua Underground & Surface Mines Mill and Heap Leach — Bankable Feasibility
Study” regarding Gammon Lake’s Ocampo project dated November 29, 2004;

|
|
|

\I
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9. visits to Mexgold’s El Cubo an(“‘i Las Torres mines on April 25, 2006, and to Gammon
Lake’s Ocampo mine on May 9, 2006;

10. unaudited projected operating and financial information for the major assets and liabilities of
Mexgold and Gammon Lake for the remaining life of such assets and liabilities provided by

management of Mexgold and Gammon Lake, as applicable;

11. discussions with senior management of Mexgold and Gammon Lake with respect to the
information referred to above and [other issues deemed relevant;

|

12. discussions with Mexgold’s audl‘itors and legal counsel, and with Gammon Lake’s legal
counsel; ‘

13. discussions with the Special Committee and legal counsel to the Special Committee;

14. various research publications prepared by equity research analysts regarding the gold mining
industry and public companies de“emed relevant;
|
15. public information relating to t];le business, operations, financial performance and stock
trading history of Mexgold and Gammon Lake, and other selected public companies
considered relevant;
|
16. public information with respect to certain other transactions of a comparable nature

considered relevant; and

J
17. such other corporate, industry, and financial market information, investigations and analyses
as TD Securities considered necessary or appropriate in the circumstances.

TD Securities has not, to the best of its know{‘edge, been denied access by Mexgold or Gammon Lake to
any information requested by TD Securities. lAs the auditors of Gammon Lake declined to meet with TD
Securities prior to TD Securities delivering the Valuation and Fairness Opinion, TD Securities did not
meet with the auditors of Gammon Lake andhhas assumed the accuracy and fair presentation of and has
relied upon the audited financial statements offGammon Lake and the reports of the auditors thereon.

|

Mexgold and Gammon Lake have represent"sd to TD Securities that there have been no independent
appraisals or prior valuations (as defined in the Policies) of all or a material part of the properties or assets
owned by, or the securities of, Mexgold or] Gammon Lake or any of their subsidiaries made in the
preceding 24 months and in the possession or control of Mexgold or Gammon Lake other than those
which have been provided to TD Securities or, in the case of valuations or independent appraisals known
to Mexgold or Gammon Lake which they do not have within their possession or control, notice of which

has not been given to TD Securities. 1\

PRIOR VALUATIONS

GENERAL ASSUMPTIONS AND LIMITATIONS

i
|
{

With the Special Committee’s acknowledgement and agreement as provided for in the Engagement
Agreement, TD Securities has relied upon the|accuracy, completeness and fair presentation of all data and
other information obtained by it from public sources, provided to it by or on behalf of Mexgold, provided
to it by or on behalf of Gammon Lake, or otﬂferwise obtained by TD Securities, including the certificates
identified below (collectively, the “Informati‘pn”). The Valuation and Fairness Opinion are conditional

upon such accuracy, completeness and fair présentation. Subject to the exercise of professional judgment,
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and except as expressly described herein, TD, Securities has not attempted to verify independently the
accuracy, completeness or fair presentation of Tny of the Information.

With respect to the budgets, forecasts, project'}ons or estimates provided to TD Securities and used in its
analyses, TD Securities notes that projecting future results is inherently subject to uncertainty. TD
Securities has assumed, however, that such b‘ﬁdgets, forecasts, projections and estimates were prepared
using the assumptions identified therein which' TD Securities has been advised are (or were at the time of
preparation and continue to be), in the opinion}of Mexgold or Gammon Lake, as applicable, reasonable in
the circumstances.

Senior officers of Mexgold and Gammon Lake have represented to TD Securities in certificates dated
May 28, 2006, among other things, that to the best of their knowledge, information and belief after due
inquiry (i) Mexgold and Gammon Lake ha;\T/e no information or knowledge of any facts public or
otherwise not specifically provided to TD Securities relating to Mexgold or Gammon Lake which would
reasonably be expected to affect materially rthe Valuation and Fairness Opinion to be given by TD
Securities; (ii) with the exception of forecasfs, projections or estimates referred to in (iv) below, the
information, data and other material (collectively, the “Material™) provided to TD Securities by or on
behalf of Mexgold or Gammon Lake or their representatives in respect of Mexgold or Gammon Lake and
their respective affiliates in connection with the Arrangement is or, in the case of historical Material was,
at the date of preparation, true, complete and accurate and did not and does not contain any untrue
statement of a material fact and does not omit“ to state a material fact necessary to make the Material not
misleading in the light of circumstances in vahich it was presented; (iii) to the extent that any of the
Material identified in (ii) above is historical,}there have been no changes in any material facts or new
material facts since the respective dates thewreof which have not been disclosed to TD Securities or
updated by more current information not pro‘Vided to TD Securities by Mexgold or Gammon Lake and
there has been no material change, ﬁnancial‘ or otherwise in the financial condition, assets, liabilities
(contingent or otherwise), business, operations‘, or prospects of Mexgold or Gammon Lake and no material
change has occurred in the Material or any pa“rt thereof which would have or which would reasonably be
expected to have a material effect on the Valuation and Fairness Opinion; (iv) any portions of the
Material provided to TD Securities which c‘h nstitute forecasts, projections or estimates were prepared
using the assumptions identified therein, which, in the reasonable opinion of Mexgold or Gammon Lake,
as applicable, are (or were at the time of prepz‘:iration and continue to be) reasonable in the circumstances;
(v) there have been no valuations, appraisaL§, geological, mine feasibility or other studies relating to
Mexgold or Gammon Lake or any of their respective affiliates or any of their respective material assets or
liabilities made in the preceding 24 months and in the possession or control of Mexgold or Gammon Lake
other than those which have been provided '[1:0 TD Securities or, in the case of valuations or appraisals
known to Mexgold or Gammon Lake which tl.?ey do not have within their possession or control, notice of
which. has not been given to TD Securities; L(vi) there have been no verbal or written offers or serious
negotiations for or transactions involving an}f material property of Mexgold or Gammon Lake or any of
their respective affiliates during the preceding 24 months which have not been disclosed to TD Securities;
(vii) since the dates on which the Material \g/as provided to TD Securities, no material transaction has
been entered into by Mexgold or Gammon L‘fake or any of their respective affiliates; (viii) other than as
disclosed in the Material, neither Mexgold nor Gammon Lake nor any of their respective affiliates have
any material contingent liabilities and there ?re no actions, suits, claims, proceedings, investigations or
inquiries pending or threatened against or affecting the Arrangement, Mexgold or Gammon Lake or any
of their respective affiliates at law or in equ;}ity or before or by any federal, national, provincial, state,

.. | . . -
municipal or other governmental department, commission, bureau, board, agency or instrumentality

which may, in any way, materially adverse“;ly affect Mexgold or Gammon Lake or their respective
affiliates or the Arrangement; (ix) all ﬁnanchal material, documentation and other data concerning the
Arrangement, Mexgold and Gammon Lake %md their respective affiliates, including any projections or
forecasts provided to TD Securities, were prepared on a basis consistent in all material respects with the
accounting policies applied in the most rece‘r{lt audited consolidated financial statements of Mexgold or

-C-5-
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Gammon Lake, as applicable; (x) there are no
(whether written or oral, formal or informal) r

in complete detail to TD Securities; (xi) the co

Gammon Lake in connection with the Arrang
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iagreements, undertakings, commitments or understandings
clating to the Arrangement, except as have been disclosed
ontents of any and all documents prepared by Mexgold or
ement for filing with regulatory authorities or delivery or

communication to securityholders of Mexgold or Gammon Lake (collectively, the “Disclosure

Documents™) have been, are and will be true,
and will not contain any misrepresentation (as
Documents have complied, comply and will ¢

there is no plan or proposal for any material ¢

complete and correct in all material respects and have not
defined in the Securities Act (Ontario)) and the Disclosure
%omply with all requirements under applicable laws; (xii)
change (as defined in the Securities Act (Ontario)) in the

affairs of Mexgold or Gammon Lake which haré not been disclosed to TD Securities.

|
In preparing the Valuation and Fairness Opini&n, TD Securities has made several assumptions, including
that all final or executed versions of document§ will conform in all material respects to the drafts provided
to TD Securities, conditions precedent to the completion of the Arrangement can be satisfied in due
course, all consents, permissions, exemptions JJbr orders of relevant regulatory authorities or third parties
will be obtained, without adverse condition or“qualiﬁcation, the procedures being followed to implement
the Arrangement are valid and effective, the Management Information Circular will be distributed to the
Mexgold Shareholders and Mexgold Optionholders in accordance with all applicable laws, and the
disclosure in the Management Information C‘i‘rcular will be accurate, in all material respects, and will
comply, in all material respects, with the requitements of all applicable laws. In its analysis in connection
with the preparation of the Valuation and Faif{ness Opinion, TD Securities made numerous assumptions
with respect to industry performance, general l‘])usiness and economic conditions, and other matters, many
of which are beyond the control of TD Securities, Mexgold, Gammon Lake or their respective affiliates.
Among other things, TD Securities has assumed the accuracy, completeness and fair representation of and
has relied upon the financial statements form”ing part of the Information. All financial figures in this
Valuation and Fairness Opinion are in Canadii:rl dollars unless otherwise stated.

I
The Valuation and Fairness Opinion have bec‘%n provided for the use of the Special Committee and the
Board of Directors and are not intended to be, “and do not constitute, a recommendation that any Mexgold
Shareholders or Mexgold Optionholders vote in favour of the Arrangement. The Valuation and Fairness
Opinion may not be used by any other persoﬂ} or relied upon by any other person other than the Special
Committee without the express prior writter{‘ consent of TD Securities. The Valuation and Fairness
Opinion do not address the relative merits oilf the Arrangement as compared to other transactions or
business strategies that might be available t#) Mexgold, nor do they address the underlying business
decision to implement the Arrangement. TD Securities expresses no opinion with respect to future
trading prices of securities of Mexgold or G‘;ammon Lake or the combined company. In considering
fairness, from a financial point of view, TD Securities considered the Arrangement from the perspective
of Mexgold Shareholders generally and did “not consider the specific circumstances of any particular
Mexgold Shareholder, including with regard :10 income tax considerations. The Valuation and Fairness
Opinion are rendered as of May 28, 2006, on the basis of securities markets, economic and general
business and financial conditions prevailing Qn that date and the condition and prospects, financial and
otherwise, of Mexgold and Gammon Lake and their respective subsidiaries and affiliates as they were
reflected in the Information provided or otherwise available to TD Securities. Any changes therein may
affect the Valuation and Fairness Opinion ar‘d, although TD Securities reserves the right to change or
withdraw the Valuation and Fairness Opinion fin such event, it disclaims any undertaking or obligation to
advise any person of any such change that ma)i/ come to its attention, or update the Valuation and Fairness
Opinion after such date. In preparing the [Valuation and Fairness Opinion, TD Securities was not
authorized to solicit, and did not solicit, interest from any other party with respect to the acquisition of
Mexgold Common Shares or other securities of Mexgold, or any business combination or other
extraordinary transaction involving Mexgol‘d, nor did TD Securities negotiate with any party in
connection with any such transaction. |

|
|
|
|
! Member of TD Bank Financial Group
|




‘ -C-7-

The preparation of a valuation or fairness opini“fon is a complex process and is not necessarily amenable to
partial analysis or summary description. TD S‘:ecurities believes that its analyses must be considered as a
whole and that selecting portions of the analyses or the factors considered by it, without considering all
factors and analyses together, could create anjincomplete view of the process underlying the Valuation
and/or Faimness Opinion. Accordingly, this Valuation and Fairness Opinion should be read in its entirety.

OVERVIEW OF MEXGOLD ;

|
|

Mexgold is Nova Scotia based mining company engaged in the exploration, development, extraction and

processing of gold and silver. Mexgold has three mining properties in Mexico and is currently focused on

operating and developing them. I

Mexgold holds a 100% interest in the El CuboJi‘ gold-silver mine in Guanajuato State, Mexico (“El Cubo™)
which consists of 58 exploitation and explora‘tion concessions that cover approximately 8,000 hectares.
The El Cubo mine operates as a multi-level underground mine with access ramps for mobile equipment
and two vertical shafts for the hoisting of ore. Mexgold has been producing gold and silver from the El
Cubo mine since Mexgold acquired the mirtle in March 2004. In addition, Mexgold is conducting
exploration activities in the area around the El Cubo mine in order to increase production within the
current El Cubo mine and to expand the resource base in areas outside of the current mine area.

[:
Mexgold operates the Las Torres gold-silver mine in Guanajuato State, Mexico (“Las Torres™) pursuant
to a lease agreement. The Las Torres mine ;,complex is located immediately adjacent to El Cubo and
consists of 50 exploitation concessions encompassing approximately 6,400 hectares and four working
mines: Cedros, Peregrina, Apolo and Sirena.}? Mexgold has been producing gold and silver from the
Peregrina mine since October 2005.

|

Mexgold reports production from Las Torres Lvith production from El Cubo. Currently all ore from both
locations is obtained from underground operé:ltions through conventional drill and blast methods and is
processed through three milling facilities w‘r,ith a combined total capacity of 1,400 tonnes per day.
Mexgold has additional milling capacity of 2,200 tonnes per day that is not currently in use. For purposes
of the Valuation, these operations are collecti\H/ely referred to as “Mexgold Underground”. Mexgold also
has a conceptual plan to mine lower grade near surface gold and silver mineralization from open pits and
recover the gold and silver using conventional”heap leach methods. The heap leach would also be used to
process some lower grade ores extracted from underground. For purposes of the Valuation, this planned

operation is referred to as “Mexgold Heap Leé‘éh”.

Mexgold holds a 100% interest in the Guada&upe y Calvo gold-silver exploration project in Chihuahua,
Mexico (“Guadalupe™). Guadalupe consists‘{ of four concessions totaling approximately 436 hectares.
Mexgold has launched a 30,000 meter exploration drilling program at Guadalupe focused on upgrading
and expanding the property’s resources. ‘

Mexgold also incurs certain corporate ove};rhead expenses that are not allocated to the foregoing
operations and the Company’s Mexican subsidiaries are subject to a Mexican law that requires them to
pay 10% of their after tax profits to employe‘fés as a profit sharing plan. For purposes of the Valuation,
these expenses are referred to as “Other Corpqlrate Overhead” and “Profit Sharing”, respectively.

i Member of TD Bank Financial Group




I -C-8-
Mineral Reserves and Resources |

The following table summarizes Mexgold’s mineral reserves and resources:

Cémtained Metal Gold
Gold Silver Equivalent
(mm ‘z) (mm 0z) (mm oz)V
P&P Reserves !
ELCUDO ettt sisannsens 0.4 24.6 0.9
Las TOITeS .oouvevveeieericciieieeeeieeeeeeseneanens 0.1 2.7 0.1
TOtL ettt saeaenn P.S 27.4 1.0
|
Mé&I Resources (Inclusive) '
El Cubo 0.5 26.0 0.9
Las Torres... 0.2 5.3 0.3
TOtAl e 96 31.3 1.2
i
M&I Resources (Net 0f P&P)....ovoororvrree 0.2 3.9 0.2
J\
Inferred Resources “
E1CubO e 0.7 352 1.3
Las TOITes c.oovvvevevereiericeceeens 0.0 0.9 0.1
El Cubo / Las Torres Open Pit 0.1 54 0.2
Guadalupe ........o.cceecceeeccnmmnncccnnnnreeees i.1 45.5 1.9
TOtaL. oo rrenraene :1.9 87.0 35
‘ |
Grand Total....eeveeeeeeeeeeeeeeeoeeeeeensesseneeee 2.6 118.3 4.7

(1) Converted based on an equivalence factor of 55 ounces of] ‘silver for 1 ounce of gold.

Historical Financial Information |
The following table summarizes Mexgold’s cow‘nsolidated operating results for the fiscal years ended April
30, 2004 and 2005, the 8 months ended Dec%ember 31, 2005, the last twelve months (“LTM”) ended
March 31, 2006 and the 3 months ended April 30, 2005, and March 31, 2006:

Year Year 8 Months LTM 3 Months 3 Months
Ended Ended Ended Ended Ended Ended
Apr. 30, Apr. 30, Dec. 31, Mar. 31, Apr. 30, Mar. 31,
2004 | 2005 2005 2006 2005 2006
(8 millions except per share amounts) [
REVEDUE ..o oo $36 | $219 $20.9 $35.0 $6.2 $12.1
|
EBITDA @ oo 08 | (0.1) 2.0 4.4 (1.4) 3.2
l
212 (1.8) (4.4) (2.3) (1.4) (1.9) 1.9
Net Income (Loss) Per Share................. ‘;
BaSiC e (0.09) h (0.10) (0.02) 0.01 (0.04) 0.03

i\
(1) Earnings before interest, taxes, depreciation and amortization.
(2) Eamnings before interest and taxes. |

‘1
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The following table summarizes Mexgold’s c%msolidated balance sheet as at December 31, 2005, and
March 31, 2006: |

Dec. 31, Mar. 31,

2005 2006
(8 millions)
Cash and Equivalents........cccocoiicciiiennccceicienas ;‘ ............................................. $5.5 $4.1
Short Term INVEStMENTS . ...ovccveerriierenerreeerrerereseseserenceenens NP PRORRRON 7.4 31.1
Restricted Funds i 1.2 1.2
RECEIVADIES ...ovvvr e eeeeeceseessessmsenssnrerereesce 3 39 3.8
Prepaid EXPEnses.......ccovrimicenciinicicnnne s ;‘ ............................................. 0.1 0.1
INVENEOIY....oiviiiiii e s 1.9 2.1
Future Income Taxes..........ccooviiiiiiiiiniiiiennes oo 0.1 0.1
Mining Property, Plant and Equipment...........ccccoovccennenss h ............................................. 51.7 533
Exploration and Deferred Exploration Expenditures......... “‘. ............................................. 29 2.9
Total Assets ‘ $74.7 $98.8
|

Accounts Payable and Accrued Liabilities................,.......J!. ............................................. $3.2 $3.2
Advances from Related PArties............c.orvororoeereessssereesbeeeeserssssseesesessseeeeseseseeeesseeeen 0.6 0.6
Current Portion of Long Term Debt ... ‘ 3.0 3.0
Long-Term Debt ..o e 4.1 3.6
Future Employee Benefits 2.8 2.7
Future Income Taxes 4.2 4.1
Shareholders” Equity : 56.8 81.6
Total Liabilities and Shareholders’ EQUIty ......cccccoevvece i, $74.7 $98.8

As at December 31, 2005, Mexgold had 51,3H

Mexgold Options outstanding, and warrants to acquire 396,000 Mexgold Common Shares outstanding.

Member of TD Bank Financial Group

73,901 Mexgold Common Shares outstanding, 9,671,000
Mexgold Options outstanding, and warrants to) acquire 9,051,000 Mexgold Common Shares outstanding.
As at March 31, 2006, Mexgold had 60,148,901 Mexgold Common Shares outstanding, 9,551,000




Mexgold Common Shares Trading Informati

The Mexgold Common Shares are listed on th
MGR. 'The following table sets forth, for the

and the volume traded on the TSXV:

‘\
{i
on

e TSX Venture Exchange (the “TSXV”) under the symbol

fperiods indicated, the high and low closing prices quoted
.
I
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Closing Prices (3) Volume
Period High Low (millions)
January 2005......cccevevereeeeree s, $2.74 $2.10 0.7
February 2005 ..........ooovvvveeevooeeeeeeereceeeennnn 2.75 | 2.37 1.0
March 2005.....oooooooovvvvveeeeeeeeeereoreeeeeeeeeees 2.77 | 2.50 1.2
April 2005 3.20 | 2.54 22
May 2005 ....ovvveeeveeveeeeeeereeseersesssssssesseeseene 3.02 | 2.80 0.3
TUNE 2005 .....oooeoeeeooeeeeeeenrseeeresseessseeese e 2.89 | 2.75 0.7
July 2005 oo 285 | 2.70 0.9
August 2005 297 | 2.54 1.0
September 2005 ............eeeeeereeeeeeceeenreeeesee 355 | 3.01 1.3
October 2005 .........ooovrereeereeeeeeeeeeeeececssssennen 3.60 | 3.45 0.9
NOVEMBET 2005 «..rseveeeorreresners s 3.69 | 3.47 1.0
DeCember 2005.....eceervrecvinrercrrncen 4.90 | 3.60 43
JANUELY 2006....overecrrrrcnsensosrsrrnrrcsin 529 | 4.60 26
February 2006...........ooveeeerorresrreeesrroeneee 6.25 ' 5.46 1.9
March 2006......oeveersesesrsnsnsesnsese 737 6.25 21
ADEE 2006....oeeeeeeeeeoeeeeernesreessssssesese s 7.50 | 6.60 1.6
May 1 to May 26, 2006.............ccoerrerreoresr 6.80 1 4.90 1.7
January 1, 2005, to May 26, 2006............... $7.50 | $2.10 25.0
The closing price of the Mexgold Common Shares on the TSXV on May 26, 2006, one trading day prior
to announcement of the terms of the Arrangem}ent, was $5.70.

OVERVIEW OF GAMMON LAKE

Gammon Lake is a Nova Scotia based mininéj company engaged in the exploration and development of
gold and silver deposits in the State of Chihuahua, Mexico. Gammon Lake also currently owns

approximately 23% of the issued and outstand

Gammon Lake owns the Ocampo gold-silver

approximately 10,000 hectares and includes

higher grade ore from Ocampo’s undergroun
lower grade ore from Ocampo’s open pit mine
For purposes of the Valuation, these operatio

and “Ocampo Heap Leach”, respectively.

In February 2005, Gammon Lake assemble
Ocampo project into production. Ground br
surface processing facilities began in early
equipment procured. Gammon Lake has
underground ore are under construction and

ing Mexgold Common Shares.

mine and exploration property (“Ocampo”) which covers
an operating underground and open pit mine. In general,
d mine will be processed through milling facilities, while
s will be processed using conventional heap leach methods.
ns are collectively referred to as “Ocampo Underground”

|
h
d a mine development and operations team to bring the
aking for the construction of the open pit mines and two
March 2005, with all underground and open pit mining
iindicated that the mill facilities for processing of the
the refinery portion of the mill has been completed, with
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construction of the remaining mill components proceeding as per the construction schedule. Once
complete, the mill will have a capacity of 1,500 tonnes per day.

On February 1, 2006, Gammon Lake poured its first doré bars from Ocampo. As of May 7, 2006,
587,534 tonnes of ore had been placed on the fheap leach pad. Gammon Lake is ramping up production
and is currently stacking between 10,000 and 12,000 tonnes per day on the heap leach pad. Exploration
and development work is ongoing to expand known mineral resources and identify new mineral
resources.
Gammon Lake also incurs certain corporate iaverhead expenses that are not allocated to the foregoing
operations. For purposes of the Valuation, these expenses are referred to as “Other Gammon Corporate

Overhead”.

Mineral Reserves and Resources !

‘
|
The following table summarizes Gammon Lake’s mineral reserves and resources:

Conitained Metal Gold
Gold ‘1 Silver Equivalent
. (mm o0z) (mm o0z) (mm oz)""
P&P Reserves !
Ocampo Underground..........coccveveeeeee 06 27.8 1.1
Ocampo Open Pit 1.8 81.6 33
TOtal.coeniniccceiee s 24 109.5 44
M&I Resources (Inclusive)
Ocampo Underground..........ccccccovneuenen. 017 333 13
Ocampo Open Pit 212 100.0 4.0
Total.oeeeeccccnri e 219 133.4 53
|
M&I Resources (Net of P&P).......ovvevviviininn 05 239 1.0
Inferred Resources :
Ocampo Underground............cccccccennnnne 1‘.;9 99.8 3.7
Ocampo Open Pit......cccccomvnmrnrernrennenee. 111 62.1 2.2
Total...ooriec s 310 161.9 59
Grand Total...ccovvencccrierccrccrnicesecneeenes 5.8 295.3 11.2

(1) Converted based on an equivalence factor of 55 ounces of silver for 1 ounce of gold.

!
|
|
|
‘Y Member of TD Bank Financial Group
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|
,

The following table summarizes Gammon Lake’s consolidated operating results for the fiscal years ended
July 31, 2004 and 2005, the 5 months ended December 31, 2005, the last twelve months ended March 31,
2006 and the 3 months ended March 31, 2005 abd 2006.

Year

Year S months LT™M 3 Months 3 Months

Ended @nded Ended Ended Ended Ended
Jul. 31, J}gl. 31, Dec. 31, Mar. 31, Apr.30, Mar.31,

2004 2005 2005 2006 2005 2006
{8 millions except per share amounts) [
REVENUE wovrreeeeeoeeeoeeeee e $0.0 $0.0 $0.0 $2.1 $0.0 $2.1
EBITDA D oo (5.5) (1119.1) (11.6) (20.4) (2.3) (4.8)
|
)
EBIT@ oot (5.6) (19.6) (12.2) 2.1y (2.4 (5.6)
Net Income (Loss) Per Share................. “
BASIC cvvoveerivesrensres i eiees s 0.13) (0.29) (0.16) 0.28) (0.03) (0.07)

(1) Earnings before interest, taxes, depreciation and amt“)rtization.

(2) Earnings before interest and taxes.

The following table summarizes Gammon La
and March 31, 2006:

:<e’s consolidated balance sheet as at December 31, 2005

: Dec. 31, Mar. 31,

‘ 2005 2006
(8 millions) “
Cash and Cash EQUIVAIENTS.......vvvrieiiinnsiiscsss s $6.7 $1.2
Receivables........coccecammreeccccccnienaese e RO PORURRPRRY 12.9 13.4
Pre-Paids and DEPOSILS ........ceuuureresrevoeessseoeeeesesesssssesseeeeessasssassssssesssssssssssenseseessssssessens, 0.3 0.4
Inventory i ............................................. 2.1 7.5
Deposits on Capital Equipment ‘f: ............................................. 1.8 0.3
[NVESIMENLS ..vvvovveoieveir st ir st st b srerercemesssss s, 10.6 18.4
Mining Interests and Capital Assets.... 224.6 2574
TOtAl ASSELS cuvvveriireirieieceeicrectnniarreree e e e sescennens et $259.0 $298.6

|
Payables and AcCruals .....ccceeuiuiiiiiienernennsressenesseenes e $10.5 $18.5
Current Portion of Long Term Debt and Capital Leases...... 24.9 34.2
Long-Term Debt and Capital Leases .......c.cocccomrmreeeicncenee 21.2 39.0
Employee Future Benefits .......cooeovevicenvccnnininiinnnnnnes : 0.3 0.3
Future Income Taxes ... 7.3 7.0
Shareholders’ EQUItY.....ccoeccrenrmimminneeersiennreveseeeenns ‘ 194.7 199.6
Total Liabilities and Shareholders® Equity ........ccccccoivin. ettt $259.0 $298.6

As at December 31, 2005, Gammon Lake had 76,370,224 Gammon Lake Common Shares outstanding,

9,032,000 Gammon Lake Options outstanding
Shares outstanding. As at March 31, 2006,
Shares outstanding, 8,217,500 Gammon Lak
Gammon Lake Common Shares outstanding.

and warrants to acquire 756,176 Gammon Lake Common
‘Gammon Lake had 79,130,724 Gammon Lake Common
e Options outstanding, and warrants to acquire 756,176
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Gammon Lake Common Shares Trading Information

\
The Gammon Lake Common Shares are liste‘ﬁ on the Toronto Stock Exchange (the “TSX”) under the
symbol GAM, and on the American Stock ‘Exchange (the “AMEX”) under the symbol GRS. The
following table sets forth, for the periods indicated, the high and low closing prices quoted and the
volume traded on the TSX and AMEX: “

-C-13-

. TSX AMEX
Closing Pri“ce (CS) Volume Closing Price (US$) Volume

Period High !‘ Low {millions) High Low {millions)
JAnUaTY 2005 v $646 | $6.03 17 $5.35 $4.87 22
February 2005 .......vveeeeereeeeeeeesscesrcerine 7.10 ‘ 6.12 5.6 5.74 4.93 2.0
March 2005.......ooeveeeeeeereeeeeeeeseessserree 7.57 ' 670 4.0 6.28 5.56 29
APTIL2005 oo 8.60 725 6.4 6.96 5.92 35
May 2005 ...oooeeeeveeeeeeeeeeeeermmemmmneeonnes 7.77 691 22 6.21 5.41 1.9
JUNE 2005 oo 8.72 951 6.1 7.07 6.06 1.9
JULY 2005 oo 8.44 1 8.00 1.9 6.95 6.56 12
AUZUSt 2005 ..o 9.17 .44 25 7.65 6.93 3.0
September 2005 ............ovvveeeeereerernee 9.73 L9.15 2.8 8.31 7.74 44
OCtODET 2005 covvvveeeeveeeeeeereeersorees 9.57 | 8.60 3.7 8.20 7.27 3.5
NOVEIIDEr 2005 ..o 10.45 905 3.3 8.97 7.70 2.9
December 2005 .........ccevvererrrreene 13.98 | 10.64 1.7 12.01 9.19 6.7
JANUATY 2006...oovvveveeeoeeeeeeeceeeesee 16.22 1374 10.1 14.21 11.87 6.5
February 2006.........ooooveeeorrrrrvccccecen 19.18 1585 122 16.75 13.74 10.9
March 2006........vovrvooveeeeeeveeeeeererennes 2127 | 1834 124 18.38 15.83 9.1
April 2006 20.90 | 1641 11.5 17.80 14.72 6.9
May 1, 2006, to May 26, 2006........... 18.05 | 1391 9.8 16.46 12.46 8.7
January 1, 2005, to May 26, 2006...... $21.27 | $6.03 108.2 $18.38 $4.87 78.3

The closing price of the Gammon Lake Comrhon Shares on the TSX on May 26, 2006, one trading day
prior to announcement of the terms of the Arra:mgement, was $14.20.

|

\
TD Securities determined the fair market value of the Mexgold Common Shares as part of the Valuation.

For purposes of the Valuation, fair market val‘llie is defined as the monetary consideration that, in an open
and unrestricted market, a prudent and inforr‘jned buyer would pay a prudent and informed seller, each
acting at arm’s length with the other and under no compulsion to act. In accordance with the Policies, TD
Securities has made no downward adjustment ;to the fair market value of the Mexgold Common Shares to
reflect the liquidity of the Mexgold Common‘T Shares, the effect of the Arrangement, or the fact that the
Mexgold Common Shares held by individual holders do not form part of a controlling interest. Values
determined on the foregoing basis represent “én bloc” values, that is, values that an acquiror of 100% of
the Mexgold Common Shares would be expeci[ed to pay in an open auction of the Company.

DEFINITION OF VALUE

The Policies require that a formal valuation
offered as part of the transaction subject to t
Policies. TD Securities has therefore include
The Consideration of 0.47 of a Gammon L
effectively a portion of a common share in the

finclude a valuation of any non-cash consideration being
he Policies, except in certain circumstances outlined in the
d a valuation of the Consideration as part of the Valuation.
:ake common share for each Mexgold Common Share is
-combined company formed by the business combination of

1
|
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Gammon Lake and Mexgold as a result of the Arrangement.

Upon completion of the Arrangement,
former Mexgold Shareholders are expected to own approximately 22% of the issued and outstanding
common shares of the combined company.

TD Securities believes that it is appropriate in the
circumstances to determine the market trading| value of the Consideration. The market trading value of
the Consideration represents the anticipated settled trading value of the Consideration following
implementation of the Arrangement and excll‘udes the effect of changes in securities markets, interest
rates, exchange rates, commodity prices, and economic, general business and financial conditions which

. . o 1
generally influence the price of securities.

Market trading values generally reflect minority discount
values that are lower than en bloc values.| The prohibitions in the Policies regarding downward

adjustments to reflect liquidity, the effect of the Arrangement, or the fact that the securities being valued

do not form part of a controlling interest described in the preceding paragraph apply only to the Mexgold

Common Shares and do not apply to the valu
determined the market trading value of the C

[

‘ation of the Consideration. However, TD Securities has
Pnsideration directly and has made no explicit downward

adjustments for such effects. !
|

APPROACH TO VALUE

The Valuation is based upon techniques and a,sumptlons that TD Securities considers appropriate in the
circumstances for the purposes of arriving at an opinion as to the range of fair market value of the

Mexgold Common Shares and the range of ma“rket trading value of the Consideration. Fair market value
of the Mexgold Common Shares and market tr‘ading value of the Consideration were analyzed on a going

concern basis and were expressed as an amounﬁ per Mexgold Common Share.
\

VALUATION METHODOLOGIES

|
For purposes of determining the fair market value of the Mexgold Common Shares and the market trading
value of the Consideration, TD Securities relied primarily upon four methodologies:

1. !;

net asset value (“NAV?”) analysis;

2. discounted cash flow (“DCF”) analysis; |
3. comparable precedent transactions analysis; and
4. market trading multiples analysis. |

|

TD Securities placed greatest emphasis on the NAV analysis. This approach involves attributing values
to each of Mexgold and the combined company’s assets and liabilities, as applicable, using assumptions

and methodologies appropriate in each caséf and reflects the different risks, growth prospects and

profitability of each major asset. As a result
mining assets and their associated liabilities w}
factors. Precious metals mining companies
Multiple™) on an en bloc basis or on a market
been calculated, it can be adjusted to estima

. NAV analysis is the fundamental method used to value
ich are, by their nature, each subject to a variety of unique
generally trade at a multiple to their NAV (a “P/NAV
trading basis. Once the NAV of a mining company has
te either an en bloc value or a market trading value by

applying an appropriate P/NAV Multiple. TD Securities has therefore used NAV analysis to estimate

both the fair market value of the Mexgold
Consideration by selecting an appropriate P/N
below.

Common Shares and the market trading value of the
AV Multiple in each case as more particularly described
|
!

TD Securities utilized DCF analysis as a methodology to determine the value of certain assets of Mexgold
and the combined company as part of its NAV analysis but did not consider it appropriate to apply such

analysis on a total company basis to either Mex’

old or the combined company.
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TD Securities utilized comparable precedent
mining assets of Mexgold as part of its analysis of Mexgold’s fair value. In addition, TD Securities
applied comparable precedent transactions an#lysis to Mexgold on a segmented total company basis to
estimate the fair market value of the Mexgold Common Shares. Because comparable precedent
transactions analysis calculates an en bloc v:éllue, TD Securities did not utilize this methodology to

estimate the market trading value of the Consideration.

TD Securities applied market trading multipleTs analysis to the combined company on a segmented total
company basis to estimate the market trading |value of the Consideration. TD Securities also reviewed
whether a market trading multiples analysis abplied to Mexgold on a total company basis might imply
values which exceed the values calculated ‘1 by the NAV analysis and the comparable precedent
transactions analysis. Based on this review, TD Securities concluded that the market trading multiples
analysis implied values that were generally beﬂpw the values determined by the other two methodologies.

Given the foregoing and the fact that marketl\ trading prices generally reflect minority discount values

rather than en bloc values, TD Securities did nllot rely on this methodology in determining the fair market

value of the Mexgold Common Shares.

I

Net Asset Value Analysis :

The NAV approach involves separately c

onsidering each operating mine, development project,

exploration opportunity, and financial or other assets and liabilities, including reclamation and closure

costs, and the value of any unallocated corpora
the application of that methodology viewed as
adopts a prospective view in regard to ¢

|

te expenses whose individual values are estimated through
most appropriate in the circumstances. The NAV approach
‘ommodity prices and explicitly addresses the unique

ty. The sum of total assets less total liabilities yields the
|
|
To value operating mines, development projec;‘ts, and any unallocated corporate expenses, TD Securities
relied primarily on a DCF analysis. Exploration assets were valued based on comparable precedent
transactions analysis as there was insufficient information regarding the assets to make credible
assumptions about future operations. Financial assets and liabilities were included in TD Securities’
NAV analysis at their book value. ‘

characteristics of each major asset and liabili
NAV.

Discounted Cash Flow Analysis |

S

The DCF approach calculates a value of an asset by taking into account the amount, timing and relative
certainty of projected unlevered free cash ﬂow:;s expected to be generated by the asset. The DCF approach
requires that certain assumptions be made regarding, among other things, mine operating assumptions and
future commodity prices to estimate the futureHunlevered free cash flows of the asset. The possibility that
some of the assumptions will prove to be inaccurate is one factor involved in the determination of the
discount rates used to discount the unlevered Free cash flows to present values. The unlevered free cash
flows and discount rates were considered on a real, constant dollar basis rather than on a nominal dollar

. i
basis.

|

As a basis for the development of the projécted unlevered free cash flows, TD Securities reviewed
unaudited projected operating and ﬁnancial‘Y information for the assets and liabilities to which this
methodology was applied for the remaining life of such assets and liabilities provided by management of
Mexgold or Gammon Lake, as applicable (t}{e “Management Forecasts”). TD Securities reviewed the
relevant underlying assumptions including, but not limited to, ore tonnage mined and milled, ore grades,
mining dilution factors, measured & indic‘;ﬁted resource and inferred resource conversion factors,
operating costs, capital expenditures and cc!‘)mmodity prices. These assumptions were reviewed in
comparison to sources considered relevant ir}icluding detailed discussions with Mexgold and Gammon
[
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Lake’s senior management. From this review TD Securities developed its own base case operating
forecasts (the “TD Securities Operating Forecasts”), formed independently with the benefit of its
understanding of the assumptions behind the Management Forecasts. TD Securities then applied two
different commodity price scenarios to the operating forecasts to develop low case and high case
projected unlevered after tax free cash flows (collectively, the “TD Securities Financial Forecasts™). The
low case and high case commodity price i:scenarios were developed by TD Securities based on
consideration of current spot and forward commodity prices and various research publications prepared
by equity research analysts. The low case and high case unlevered after tax free cash flows were then
discounted to a present value using appropriate jdiscount rates selected by TD Securities.

Comparable Precedent Transactions Analysis1

TD Securities identified and reviewed § recenHt comparable precedent transactions involving junior gold
mining companies that were in production or near production at the time of the transaction, and 11 recent

comparable precedent transactions involvingigold mining companies that were in the exploration or
development stage, which were pending or had been concluded and for which there was sufficient public

information to derive valuation multiples. Idéally, comparable precedent transactions considered would
be comparable in terms of geographic locatio:‘h, operating characteristics, growth prospects, risk profile
and size. TD Securities considered enterprise value to ounces of gold equivalent resource to be the
primary valuation multiple when applying theu comparable precedent transactions methodology. Due to
the significant growth projected for Mexgold and the combined company’s underground and heap leach

operations in the TD Securities Financial Forecasts and the early stage of development of Guadalupe,
valuation multiples based on near term opferanonal and financial metrics such as ounces of gold
equivalent production, EBITDA, cash flow and earnings were not considered relevant. Based on TD
Securities’ review of the transactions 1dent1ﬁ‘ed TD Securities selected appropriate enterprise value to
ounces of gold equivalent resource multiples al‘?d apphed them to the applicable ounces of gold equivalent
resources for Mexgold and the combined company’s underground and heap leach operations and

Guadalupe to estimate values for these assets. “

|
p

TD Securities identified and reviewed 20 publlcly traded gold companies that are in production or near
production as of the date hereof, 11 of Wthh are categorized as intermediate gold producers and 9 of
which are categorized as junior gold producers and 13 publicly traded gold companies that are in the

exploration or development stage and are catﬁagorized as emerging producers as of the date hereof, and
derived market trading multiples for such companies. Ideally, the public companies considered would be

comparable in terms of geographic location, éperating characteristics, growth prospects, risk profile and
size. TD Securities considered enterprise value to ounces of gold equivalent resource to be the primary

valuation multiple when applying the marke‘t trading multlples methodology. Due to the significant
growth projected for Mexgold and the combined company’s underground and heap leach operations in the
TD Securities Financial Forecasts and the e“‘arly stage of development of Guadalupe, market trading
multiples based on near term operational and financial metrics such as ounces of gold equivalent
production, EBITDA, cash flow and eammg% were not considered relevant. Based on TD Securities’

review of the publicly traded companies ident(i,ﬁed, TD Securities selected appropriate enterprise value to
ounces of gold equivalent resource multiples aH[nd applied them to the applicable ounces of gold equivalent
resources of the combined company’s underground and heap leach operations and Guadalupe to estimate

a value for the Consideration. [

Market Trading Multiples Analysis
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’ |
Benefits to a Purchaser of Acquiring 100% oj‘”i the Mexgold Common Shares

TD Securities reviewed and considered wheth%r any distinctive material value would accrue to Gammon
Lake or any other purchaser through the acﬁquisition of all of the Mexgold Common Shares. TD
Securities concluded that there would be synergies available to Gammon Lake and to certain other mining

industry participants that would potentially aéquire 100% of the Mexgold Common Shares in order to

achieve a business combination with Mexgol‘Id. Specifically, TD Securities considered synergies that
might accrue as a result of: (i) savings of direct costs resulting from being a publicly-listed entity; (ii)

savings of other corporate expenses including,” but not limited to, senior management, legal, finance, and
human resources expenses; and (iii) reduced ;:operating costs and/or capital expenditures resulting from
rationalizing such costs and expenditures between Mexgold’s operations and the operations of the

acquiror in the same geographic area. Based qh discussions with management of Mexgold, TD Securities
estimated the amount of synergies that woulc‘l be achievable by Gammon Lake and the one-time costs
required to achieve such synergies. TD Securities reflected such amounts in its valuation of the
Consideration. |

|
In assessing the amount of synergies to include in the valuation of the Mexgold Common Shares, TD

Securities considered the amount of synergie% that could be achieved by certain other mining industry

participants that would potentially acquire IQO% of the Mexgold Common Shares and the amount of

synergies the successful acquiror (which might be Gammon Lake or one of the other mining industry

participants) might pay for in an open auctio";n of the Company. TD Securities believes that there are
several other potential purchasers of Mexgold that could achieve synergies comparable in the aggregate to
the synergies that could be achieved by Gan‘;lmon Lake, although the specific source of the synergies
would vary by potential purchaser. TD Secu‘rJities concluded that the successful acquiror might pay for
50% of the synergies available to Gammoni Lake and has therefore reflected 50% of the synergies
available to Gammon Lake and 50% of theione-time costs required to achieve such synergies in its

valuation of the Mexgold Common Shares. ' The following is a summary of 100% of the synergies
achievable by Gammon Lake and the one-time costs required to achieve them that were reflected in the
valuation of the Consideration together with the amount of such synergies and one-time costs that were

reflected in the valuation of the Mexgold Com%non Shares:

M rgies Achievable by Amount Reflected in the Valuation of

100% of SynJl
‘ Gammon Lake the Mexgold Common Shares
Component Annual Synergi és One-Time Costs Annual Synergies One-Time Costs
(8 millions) ‘
Publicly-Listed Entity Costs ........... $0.5 } $0.3
Maintenance Costs 1.0 0.5
Exploration Expense 1.0] 0.5
L $2.5 | $0.5 $1.3 $0.3
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Summary of TD Securities Operating F orecas‘t Jfor Mexgold
\

The following is a summary of the TD Securmes Operating Forecast for Mexgold (excluding Guadalupe)

for the period from April 1 to December 31, 2q06 for the years ending December 31, 2007, to December
31, 2010, and the total amounts for the remaining life of each asset. Additional detail regarding the TD
Securities Operating Forecast is provided in Appendix A.

Aprlto
Dec.31 | Year Ending Dec. 31, Life of
2006F N 2007F 2008F 2009F 2010F Asset'!
(thousands unless otherwise noted) i‘
MXN/USD Exchange Rate......cc.ocovrvvreene. 11.0 11.4 11.6 11.8 12.1 114
Mexgold Underground \
Tonnes Mined & Milled (000s) ................ 350.5 H 467.3 467.3 467.3 467.3 7.975.8
Gold Production (000 0z) .....ocoeevvevevvrnrnn, 373 49.7 42.7 424 49.1 773.3
Silver Production (000 0z).....ccccevvveuvennn. 1,967.7 + 2,355.9 2,784.3 2,275.6 2,503.2 40,440.8
Operating Cost per Tonne (US$).............. 28 | 41.5 41.0 39.7 38.7 40.6
Capital Expenditures (US$ millions)......... 54 | 33 3.1 2.9 2.9 63.0
Mexgold Heap Leach \\
Tonnes Mined & Stacked (000s) ............... 0.0 M 3183 1,273.0 1,273.0 968.3 ... 38325
Gold Production (000 0z) ......cccccvvvvrrnnnnenn. 0.0 20.5 60.6 57.6 43.8 182.5
Silver Production (000 0z)........... 0.0 “ 361.8 1,447.2 1,3474 1,024.8 4,181.2
Operating Cost per Tonne (US$) 0.0 10.4 10.4 10.2 2.9 8.3
Capital Expenditures (US$ millions).......... 15.5 ‘1 7.6 0.6 0.6 0.0 243

(1) Reflects cumulative or average amounts as appropriate from Aprll 1, 2006, until December 31, 2024 for Mexgold Underground and from
April 1, 2006, until December 31, 2011 for Mexgold Heap Leach
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‘ !
Summary of TD Securities Financial Forecast for Mexgold

|

The following is a summary of the TD Securities Financial Forecast for Mexgold (excluding Guadalupe)
for the period from April 1 to December 31, 2006, for the years ending December 31, 2007, to December
31, 2010, and the total amounts for the reméining life of each asset and liability. Additional detail
regarding the TD Securities Financial Forecast lis provided in Appendix A.

Apr1 ‘
to Dec. . Year Ending Dec. 31, Life of
‘ 2006F  2007F _ 2008F  2009F _ 2010F AssetV
(US$ millions unless otherwise noted) :‘
High Case ‘}
Gold Price (US$/07) .ovvvvvoerernecieccciinrinnnns 625 1675 700 625 575 537
Silver Price (US$/02).....ccoceevevivinenennns 12.00 13.50 12.50 11.50 10.00 9.76
Unlevered After Tax Free Cash Flow “
Mexgold Underground.........ccccovvvnnnnnn. 183 279 30.6 26.9 204 3187
Mexgold Heap Leach......c.cccccccevnmnnenne (15.5) “ 3.1 31.5 28.3 24.5 74.3
Profit Sharing.......c.cccevevevvececreecconieinnnn, (1.9) 1‘ (3.3) (5.5 4.4) 3.5) (33.5)
Other Corporate Overhead..................... (L.1) . (1.0) (1.O) (1.0) (1.0) (19.3)
Low Case ‘§
Gold Price (US$/0Z) ....ovuveeececnenenrernrennnns 600 h 625 575 52§ 500 499
Silver Price (US$/0Z).....oovevcecnnverrnnrnennes, 11.50 i2.25 11.00 9.75 9.25 9.09
Unlevered After Tax Free Cash Flow H
Mexgold Underground.........ocoevecrcnnnne 17.1 24.5 243 20.6 16.8 2779
Mexgold Heap Leach .. (15.5) i 2.1 25.2 224 21.3 57.6
Profit Sharing.............ccccemeverernninrennnn (1.7) H (2.9) 4.2) (3.2) (2.9) (27.2)
Other Corporate Overhead........ovveuu.e.. (1.1) F1.0) (1.0) (1.0) (1.0) (19.3)

(1) Reflects cumulative or average amounts as appropriate from “April 1, 2006, until December 31, 2024 for Mexgold Underground and from
April 1, 2006, until December 31, 2011 for Mexgold Heap Lé:ach.
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Summary of TD Securities Operating F orecaii for Ocampo

The following is a summary of the TD Secur
April 1 to December 31, 2006, for the years er

total amounts for the remaining life of eac

Operating Forecast is provided in Appendix A.!

ﬁties Operating Forecast for Ocampo for the period from
?ding December 31, 2007, to December 31, 2010, and the
h asset.

Additional detail regarding the TD Securities

?)‘;2.1330 ‘ Year Ending Dec. 31, Life of
2006F | 2007F 2008F 2009F 2010F Asset”
(thousands unless otherwise noted) ;
MXN/USD Exchange Rate............ccceevennn, 11.0 ‘ 11.4 11.6 11.8 12.1 11.4
QOcampo Underground ‘
Tonnes Mined & Milled (000s) ............... 195.0 ; 540.0 540.0 540.0 540.0 13,2444
Gold Production (000 0z) ............ 264 i 71.2 75.0 80.5 84.5 1,578.5
Silver Production (000 0z) 1,597.6 i‘\ 39719 3,778.2 3,826.6 3,939.7 78,4473
Operating Cost per Tonne (US$).............. 327 ‘ 31.6 31.0 30.5 29.8 31.6
Capital Expenditures (US$ millions).......... 172 | 7.9 8.0 8.5 8.5 202.0
Ocampo Heap Leach
Tonnes Mined & Stacked (000s) ............... 3,260.0 4,550.0 4,550.0 4,550.0 4,550.0 88,197.9
Gold Production (000 0z) ....ooceeevecvvevinanen, 140.6 129.8 120.9 1184 137.5 2,344.4
Silver Production (000 02).........c.cvvcvrnene. 3,577.9 i 3,923.4 4,299.4 3,764.4 3,931.8 94,280.8
Operating Cost per Tonne (US$). 6.9 ‘} 6.7 6.6 6.5 5.6 6.1
Capital Expenditures (US$ millions)......... 169 | 2.6 2.6 2.6 2.6 69.5

(1) Reflects cumulative or average amounts as appropriate from
Heap Leach.
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|
Summary of TD Securities Financial F orecasﬁ for Ocampo

|
The following is a summary of the TD Securitie:s Financial Forecast for Ocampo for the period from April
1 to December 31, 2006, for the years ending [December 31, 2007, to December 31, 2010, and the total
amounts for the remaining life of each asset and liability. Additional detail regarding the TD Securities
Financial Forecast is provided in Appendix A.

Apr 1
to Dec. ‘ Year Ending Dec. 31, Life of
2006F | 2007F _ 2008F  2009F  2010F Asset?
(US$ millions unless otherwise noted) : ‘i
High Case “
Gold Price (US$/0Z) woovovveerreieiececrereeenens 625 1 675 700 625 575 526
Silver Price (US$/oz) 12.00 ” 13.50 12.50 11.50 10.00 9.54
Unlevered After Tax Free Cash Flow ]
Ocampo Underground............ooeeevvciicnennne (24.2) ‘\ 61.5 59.6 54.9 499 713.9
Ocampo Heap Leach.....ccooeeevrievrieninenenes 73.1 “ 82.6 77.0 63.3 64.9 1,145.2
Other Gammon Corporate Overhead® ...... 0.8)1 (0.5 (0.5) (0.5) (0.5) (14.5)
Low Case ‘
Gold Price (USS$/0Z) ...c.ocvevvvvrrerrriierecnnn 600 ! 625 575 525 500 492
Silver Price (US$/0Z) ...c.covvmvevreirecieceennas 11. 50 12.25 11.00 9.75 9.25 8.92
Unlevered After Tax Free Cash Flow
Ocampo Underground..........ccocvrnrereenennes (24. 9)“ 55.9 49.4 443 429 634.9
Ocampo Heap Leach.......c.cccouvnnnnnncccann 68.4 75.9 62.5 50.0 55.2 1,038.5
Other Gammon Corporate Overhead® ...... (0.8) (0.5) (0.5) (0.5) 0.5) (14.5)

(1) Reflects cumulative or average amounts as appropriate from Aprit 1, 2006, until December 31, 2032 for Ocampo Underground and Ocampo
Heap Leach.
(2) Includes 50% of identified synergies to account for amounts not attributed to Mexgold.

h
VALUATION OF THE MEXGOLD COMMON SI—L‘ARES

. i
Net Asset Value Analysis |
1
\
TD Securities’ NAV analysis of the Mexgold Common Shares is discussed below broken down into 4 key
components: M

1. operating mines, development projects, and unallocated corporate expenses that were valued based on
DCF analysis; ‘

2. financial assets and liabilities that were inciuded in the NAV analysis at book value;
P/NAV Multiple; and |

(98

4. exploration assets that were valued based on comparable precedent transactions analysis.
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Operating Mines, Development Projects, an(“i Unallocated Corporate Expenses

TD Securities relied primarily on a DCF anlalysxs to value Mexgold’s operating mines, development
projects, and unallocated corporate expenses. | Projected unlevered after tax real free cash flows were
developed using the TD Securities Financial F Precast high case and low case commodity price scenarios
for the following assets and liabilities of Mexgold Mexgold Underground, Mexgold Heap Leach, Profit
Sharing, and Other Corporate Overhead. Thq cash flows for all assets and liabilities except Mexgold
Heap Leach were discounted to a present vall‘l‘e at a real discount rate of 5.0%. TD Securities believes
that this rate is appropriate to reflect the risks lassomated with such assets and liabilities and is consistent
with rates used by financial analysts and mdustry participants in evaluating comparable assets and
liabilities. To reflect the preliminary nature of the Mexgold Heap Leach open pit operating assumptions
and the higher risks associated with this prOJeCt TD Securities selected a discount rate of 7.0% for this
asset.

s operating mines, development

projects, and unallocated corporate expenses: \

D‘lscount Value

Major Asset ‘?Rate Low High
(US8 millions unless otherwise noted) \
Mexgold Underground........occ..vererrornnon | 5% $189.6 $219.1
Mexgold Heap Leach..........ccocecvvvnevcrennannnne. ‘}\ 7% 42.1 55.3
Profit Sharing........cceveeviicevenninrerisecceeeneanen \H 5% (20.0) (24.7)
Other Corporate Overhead..........ccccevevevennnnnnn . 5% 9.9) 9.9)
Total Operating Mines, !

Development Projects and

Corporate Expenses (US$ millions).......... | $201.8 $239.8
Total Operating Mines, }‘

Development Projects and .

Corporate Expenses (C$ millions)V......... I $223.4 $265.4

(1) Converted at 1.1069 C$/USS$.

TD Securities utilized the foregoing values in ‘the NAYV analysis of the Mexgold Common Shares. To
itlustrate the effects of variations in key assumptions, TD Securities also performed a sensitivity analysis
as outlined below: !

I Impact on Impact on Value

Variable Sensitiyity NAV® per Share®
(§ millions except per share amounts) ‘L
Discount Rate ........cccoocvevreriiinienenniinans +0.5% -$7.6 - $0.14

-0.5% +$7.5 +350.13
GOLd PHCE coocccreve e cenvceverresnnenenssinseecsren +-10.0% +/-$24.7 +/- $0.44
Silver Price +/- 10,0% +/-$20.1 +/-$0.36
(1) Tmpact on aggregate value of Mexgold’s operating mines, de velopment projects and corporate expenses calculated with respect to the mid-

point of the value range.
(2) Impact on value of the Mexgold Common Shares estimated through the NAV analysis calculated with respect to the mid-point of the NAV
value range utilizing the mid-point PA/NAV Multiple.
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Financial Assets and Liabilities

TD Securities included Mexgold’s financial assets and liabilities in the NAV analysis at their book value
as at March 31, 2006. Mexgold’s financial asSets and liabilities include cash and equivalents (including
cash from the assumed exercise of options and warrants), short term investments, advances from related
parties, long term debt, and future employee benefits. The following is a summary of Mexgold’s

financial assets and liabilities that were included in the NAV analysis:

! Value
(8 millions unless otherwise noted) I
Financial Assets I
CSN e ” $4.1
Cash from Exercise of Options & Warrants............ \\ 19.3
Short Term INVESIMENtS ......cvmmemmieeevcmreierreceensinenn, 31.1
Total Financial Assets $54.5

Financial Liabilities
Advances from Related Parties..........cc.cccevevieiivrenenn. : $(0.6)
Long Term Debt.....c.ooevecvennnen
Future Employee Benefits.... .

Total Financial Liabilities.........ccooecververrvresrecnverernrrerenienns \‘

Total Financial Assets and Liabilities .............oooo.oe. i $44.7
Price to NAV Multiple

The sum of the values of Mexgold’s operating mines, development projects, unallocated corporate
expenses, and financial assets and liabilities ‘yie]ds the NAV of Mexgold, excluding the Company’s
exploration assets (Guadalupe). In order to de‘yelop an en bloc value of the Mexgold Common Shares,
TD Securities selected a P/NAV multiple range consistent with an en bloc analysis and applied it to the
NAV of Mexgold, excluding Guadalupe. The P/NAV multiple range selected by TD Securities was
based primarily on a review of the P/NAV muﬂ‘uples paid in the precedent transactions involving junior
gold mining companies that were in productionor near production at the time of the transaction that were
reviewed by TD Securities and summarized in A‘T\xppendix B.

Exploration Assets |

TD Securities utilized comparable precedent tr\ansactions analysis to value Mexgold’s Guadalupe gold-
silver exploration project. The comparable precedent transactions involving gold companies and assets in
the exploration or development phase wh1ch were identified and reviewed by TD Securities are
summarized in Appendix C. The process of analyzing valuation multiples implied by comparable
precedent transactions and applying these valuation multiples to Guadalupe involved certain judgments
concerning the financial and operating charac Uterlstlcs of the companies and assets acquired in these
transactions compared to Guadalupe. Given dlfferences in the resource mix, deposit type, geographic
location, and development risks inherent in ‘\ the comparable precedent transactions identified, TD
Securities did not consider any specific precedent transactions to be directly comparable to Guadalupe.
However, based on a review of the financial and operating characteristics of the target entities compared
to Guadalupe, TD Securities selected an appropriate enterprise value to gold equivalent ounce multiple

range and applied this range to the gold equivalent ounces of resource identified for Guadalupe.
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i
The following is a summary of TD Securities’ c‘omparable precedent transactions analysis of Guadalupe:

. \
AuEq. Selected Multiple Range (US$) Value (USS$ millions)

Value Driver (mm o0z) ] ‘\l Low High Low High

EV/oz. Au. Eq...cvvivicciin, 1.9 \\ $55/0z $70/0z $104.8 $133.4
|

Summary of NAV Analysis I

The following table summarizes TD Securities’ NAV analysis of the Mexgold Common Shares:

! Value

! Low High
(8 millions unless otherwise noted) \
Total Operating Mines, Development Projects and \

Corporate EXPenses .....ccccvvvvveennrenenereeeniceecceenenmens i" ......... $223.4 $265.4
Net Financial Assets and Liabilities........ocooveiveirininniaenses L 44.7 44.7
NAYV (Excluding Guadalupe) ........ccooeveimvcveneninnnnncnnnnee h .......... $268.1 $310.1
Selected PANAV Multiple ..o U .......... 1.2x 1.3x
Implied Value Excluding Guadalupe..........ccocoecenmnneicerciirnneanns $321.7 $403.1
GUAAALIPED .ot ere e seseneee [ 116.2 1472
Implied Equity Value......cccocoovvnnees ‘ $437.9 $550.3
Fully Diluted Shares Qutstanding 70.0 70.0
Implied Value per Mexgold Common Share (8)........cccoouboeueenee $6.25 $7.86

(1) Converted at 1.1069 C$/USS. ‘

Comparable Precedent Transactions Analysis

TD Securities also utilized comparable precedHent transactions analysis on a segmented total company

basis to estimate the value the Mexgold Common Shares. Given the different stage of development of the

Mexgold Underground and Mexgold Heap Leach assets compared to the Company’s Guadalupe
exploration project, TD Securities valued such a!:ssets separately.

The comparable precedent transactions involving junior gold companies and assets that were in
production or near productlon at the time of the transaction which were identified and reviewed by TD
Securities are summarized in Appendix B. The process of analyzing valuation multiples implied by
comparable precedent transactions and applymg these valuation multiples to the Mexgold Underground
and Mexgold Heap Leach assets involved certain judgments concerning the financial and operating
characteristics of the companies and assets aéquired in these transactions compared to the Mexgold
Underground and Mexgold Heap Leach assets. Given differences in the resource mix, deposit type,
geographic location, and development risks inhérent in the comparable precedent transactions identified,
TD Securities did not consider any specific ﬂ)‘recedent transactions to be dlrectly comparable to the
Mexgold Underground and Mexgold Heap Leac‘h assets. However, based on a review of the financial and
operating characteristics of the target entities gompared to Mexgold Underground and Mexgold Heap
Leach, TD Securities selected an appropriate ent‘erpnse value to gold equivalent ounce multiple range and
applied this range to the gold equivalent ounces“ of resource identified for each of Mexgold Underground

and Mexgold Heap Leach.
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TD Securities utilized the same value range for‘; Guadalupe determined above as part of the NAV analysis
of the Mexgold Common Shares. The fo]lowi“,ng is a summary of TD Securities’ comparable precedent
transactions analysis of the Mexgold Common Shares:

. AuEq. Sei::fg"e“({}‘sgp"’ Value ($ millions)
Value Driver i (mm oz) Low High Low High
Mexgold Underground and \ )
Heap Leach (USS) c.cvvvveieieicveeecrrssnseeens | 2.8 $100/0z  $130/0z $282.1 $366.7
Guadalupe (USS) .ot 1.9 $55/0z $70/0z 104.8 133.4
Enterprise Value (USS)....c.ccccvviiinnri e, | $386.9 $500.1
Enterprise Value (C8)M oo eensssensnen, ‘ $4283 $553.6
Net Financial Assets and Liabilities 44.7 44.7
Implied EQUItY ValUe............ve.coevevercrcrensienenansnnrssseenerens H $473.0 $598.3
Fully Diluted Shares Outstanding........c.cccccecvnrerrercrcnenennn. ‘; 70.0 70.0
Implied Value per Mexgold Common Share (C3)............. \‘: $6.76 $8.55

(1) Converted at 1.1069 C$/USS.

Valuation Summary !

i
The following is a summary of the range of v%l]ues of the Mexgold Common Shares resulting from the
NAYV analysis and the comparable precedent tra‘nsactions analysis undertaken by TD Securities:

I

Value per Mexgold
: Common Share
1 Low High
NAV ANalysis.......ccccenmmnnimnnrneccesesisnieenns | $6.25 $7.86
Comparable Precedent Transactions Analysis.......... 6.76 8.55

In determining the fair market value of the Mexgold Common Shares, TD Securities placed greater
emphasis on the NAV analysis than on the comparable precedent transactions analysis.

[
» - |
Valuation Conclusion '

|
Based upon and subject to the foregoing, TD Securities is of the opinion that, as of May 28, 2006, the fair

market value of a Mexgold Common Share is in the range of $6.50 to $8.00.

|
|
|
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VALUATION OF THE CONSIDERATION

I
‘i
|
Net Asset Value Analysis ;
|
I
TD Securities” NAV analysis of the Consideration is discussed below broken down into 4 key
components: !

\
1. operating mines, development projects, anci unallocated corporate expenses that were valued based on
DCF analysis; ‘

2. financial assets and liabilities that were included in the NAV analysis at book value (including
Mexgold’s financial assets and liabilities); |

3. P/NAV Multiple; and ‘

4. exploration assets that were valued based 01‘1 market trading multiples analysis.

As the methodology used in valuing Mexgo]d’s assets has been discussed above, the valuation of the
Consideration will focus on the incremental analysis of Gammon Lake’s assets.

Operating Mines, Development Projects, and Unallocated Corporate Expenses

TD Securities relied primarily on a DCF analysis to value Gammon Lake’s operating mines, development
projects, and unallocated corporate expenses. | Projected unlevered after tax real free cash flows were
developed using the TD Securities Financial F(}‘)recast high case and low case commodity price scenarios
for the following assets and liabilities of Gamj‘,mon Lake: Ocampo Underground, Ocampo Heap Leach,
and Other Gammon Corporate Overhead. The (E“:ash flows for all assets and liabilities were discounted to a
present value at a real discount rate of 5.0%. T‘D Securities believes that this rate is appropriate to reflect
the risks associated with such assets and liabilities and is consistent with rates used by financial analysts

and industry participants in evaluating comparaﬁjle assets and liabilities.

The following is a summary of TD Securiti‘és’ DCF analysis of Gammon Lake’s operating mines,
development projects, and unallocated corpora‘a‘: expense. TD Securities utilized these values in the NAV
analysis. of the Consideration in addition to the previously determined DCF values for Mexgold’s assets

and liabilities.

i
; Discount Value
Major Asset \ Rate Low High
(US$ millions unless otherwise noted) 1}
Ocampo Underground............cuccevvereeccnenesrinienenesnecesnecnens 1‘ 5% $397.3 $448.6
Ocampo Heap Leach...........ccoovvuverierivemernseseeseesssenns ‘ 5% 682.3 756.5
Other Gammon Corporate Overhead | 5% (8.1) (8.1)
Gammon Lake Operating Mines, Development Projects \
and Corporate Expenses (US$ millions).........covrveecae ‘ $1,071.5 $1,197.0
Gammon Lake Operating Mines, Development Projects ‘
and Corporate Expenses (C$ millions)? ......cccovvreen.. | $1,186.0 $1,325.0
Mexgold Operating Mines, Development Projects and 1
Corporate Expenses (C$ millions) .......ccovvvevcccrnrnnnee ! 2234 2654
Total Operating Mines, Development Projects and i
Corporate Expenses (C$ millions) .....c.ccccereererrreienene . $1,409.4 $1,590.4

(1) Converted at 1.1069 C$/USS. !
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To illustrate the effects of variations in key “assumptions, TD Securities also performed a sensitivity‘
analysis as outlined below: 3

|
I
|

: Impact on Impact on Value
Variable Sensitivity NAVWY per Share®
(8 millions except per share amounts) H
Discount Rate ...........ccccoereerveeconinevennnene +0.5% - $30.1 - $0.13
-0.5% +831.6 +50.14
GOld Price .c.covviieicccvccicececeneeicnneennns +- 10. OH% +/- $71.4 +/- $0.32
SIlver Price oo +/- 10. 0‘% +/- $56.1 +/- $0.25

(1) Impact on aggregate value of Mexgold’s and Gammon Lake] ‘s operating mines, development projects and corporate expenses calculated with
respect to the mid-point of the value range. \

(2) Impact on value of the Consideration estimated through the ‘NAV analysis calculated with respect to the mid-point of the NAV value range
utilizing the mid-point P/NAV Multiple. ”

Financial Assets and Liabilities

TD Securities included Gammon Lake’s and‘ Mexgold’s financial assets and liabilities in the NAV
analysis at their book value as at March 31, 20\‘06 Gammon Lake’s and Mexgold’s financial assets and
liabilities include cash and equivalents (mclpdmg cash from the assumed exercise of options and

warrants), short term investments, advances ‘rfrom or to related parties, long term debt, and future
employee benefits. The following is a summary of Gammon Lake’s and Mexgold’s financial assets and

liabilities which were included in the NAV ana15'51s

Value
(8 millions unless otherwise noted) ‘i
Financial Assets \}
Cash \’ $1.2
Cash from Exercise of Options & Warrants \ 69.1
Due from Related Parties!” } 0.6
Total Financial Assets 11 $70.9
il
Financial Liabilities |
Long Term Debt 1‘ $(73.2)
Future Employee Benefits h 0.3)
Total Financial Liabilities :‘ $(73.5)
Mexgold Financial Assets and Liabilities | $44.7
|
Total Financial Assets and Liabilities ¢ $42.1

(1) Offsets Mexgold's advances from related parties liability.

Price to NAV Multiple i
The sum of the values of Gammon Lake’s Llnd Mexgold’s operating mines, development projects,
unallocated corporate expenses, and financial| assets and liabilities yields the NAV of the combined
company, excluding Mexgold’s exploration assets (Guadalupe). In order to develop a market traded
value of the combined company, TD Securities éelected a P/NAV multiple range consistent with a market
trading analysis and applied it to the NAV of the combined company, excluding Guadalupe. The P/NAV
multiple range selected by TD Securities was based primarily on a review of the market trading P/NAV
multiples of the intermediate and junior golT'i producers that were reviewed by TD Securities and
summarized in Appendix D. I
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Exploration Assets

TD Securities utilized market trading multiples analysis to value Mexgold’s Guadalupe gold-silver
exploration project on a market trading basis.| The market trading multiples of the emerging producer
public gold companies which were identified an d reviewed by TD Securities are summarized in Appendix
D. The process of analyzing valuation multlples implied by comparable public companies and applying
these valuation multiples to Guadalupe 1nvo]veg1 certain judgments concerning the financial and operating
characteristics of the companies compared to Guadalupe Given differences in the resource mix, deposit
type, geographic location, and development risks inherent in the comparable companies identified, TD
Securities did not consider any specific compames to be directly comparable to Guadalupe. However,
based on a review of the financial and operatmg characteristics of the companies considered compared to
Guadalupe, TD Securities selected an approprlate enterprise value to gold equivalent ounce multiple
range and applied this range to the gold equxvalent ounces of resource identified for Guadalupe. The

following is a summary of TD Securities’ markgt trading multiples analysis of Guadalupe:
|

\
i
i
\

‘ Au Eq. !‘Selected Multiple Range (US$) Value (USS millions)
Value Driver (mm o0z) " Low High Low High
i
EV/oz. Al Equ.cvcveccninnnniinenns 1.9 ! $45/0z $60/0z $85.7 $114.3

J

Summary of NAV Analysis

The following table summarizes TD Securities’ “NAV analysis of the Consideration:

|

l) Value

! Low High
(8 millions unless otherwise noted) f
Total Operating Mines, Development Projects and i‘

Corporate EXPENSES .....ccocvvuirermerereeramnnmnnrrseresieecreseeiveseesnse $1.409.4 $1,590.4
Net Financial Assets and Liabilities....................................“; ........... 421 421
NAYV (Excluding Guadalupe) “ .......... $1,451.5 $1,632.5
Selected PANAV Multiple 1‘ .......... 1.0x 1.2x
Implied Value Excluding Guadalupe............ccoocvvvivcevonnnsdivvnnann. $1,451.5 . $1,959.0
Guadalupe'™..........ccoommrrrrrnrrriserencnninns \\ 85.7 1143
Implied Equity Value.....c.cccoenrvmnccnnes $1,537.2 $2,073.3
Fully Diluted Shares Qutstanding®...........ccc..c.coeeurveemrrrscocrinnn 113.8 113.8
Implied Equity Value per Share ($) ......c.occoecerrvvnninnnicc i $13.51 $18.22
Exchange Ratio.....ccocoovmrrriciicireresiessesiecseensesesseesveeers dhensiennnes 0.47 0.47
Implied Value of the Consideration (8) .......c.cccvveernermieeesdruererienns $6.35 $8.56

(1) Converted at 1.1069 C$/USS.
(2) Gammon Lake fully diluted shares outstanding plus Mexgold fully diluted shares outstanding multiplied by the Exchange Ratio of 0.47.

Market Trading Multiples Analysis ;‘

TD Securities also utilized market trading mll:lltiples analysis on a segmented total company basis to
estimate the value the Consideration. Given the different stage of development of the Ocampo
Underground, Ocampo Heap Leach, Mexgold L!‘Inderground and Mexgold Heap Leach assets compared to

Mexgold’s Guadalupe exploration project, TD S‘ecurities valued such assets separately.
The market trading multiples of public compames which are junior or intermediate gold producers which

were identified and reviewed by TD Securities are summarized in Appendix D. The process of analyzing

valuation multiples implied by comparable pupllc companies and applying these valuation multiples to
I
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the Ocampo Underground, Ocampo Heap Leach Mexgold Underground and Mexgold Heap Leach assets
involved certain judgments concerning the ﬁnanc1a1 and operating characteristics of the companies
compared to the Ocampo Underground, Ocampo Heap Leach, Mexgold Underground and Mexgold Heap

Leach assets. Given differences in the resource
risks inherent in the comparable companies
companies to be directly comparable to the
Underground and Mexgold Heap Leach asse
operating characteristics of the comparable con

e mix, deposit type, geographic location, and development

lidentiﬁed, TD Securities did not consider any specific

Ocampo Underground, Ocampo Heap Leach, Mexgold
ts. However, based on a review of the financial and
panies compared to Ocampo Underground, Ocampo Heap

Leach, Mexgold Underground and Mexgold Heap Leach, TD Securities selected an appropriate enterprise

value to gold equivalent ounce multiple range \

¢ and applied this range to the gold equivalent ounces of

resource identified for Ocampo Underground, Ocampo Heap Leach, Mexgold Underground and Mexgold

Heap Leach. ‘

TD Securities utilized the same value range for,
of the Consideration. The following is a summ
the Consideration:

Guadalupe determined above as part of the NAV analysis
ary of TD Securities” market trading multiples analysis of

Selected Multiple Value
Au Eq. Range (USS) ($ millions)
Value Driver (mm oz) Low High Low High
Ocampo Underground, Ocampo Heap Leach, Mexgold
Underground and Mexgold Heap Leach (USS$) ...........». 14.0 $100/0z $120/0z $1,402.0 $1,6824
Guadalupe (US$).............. & 1.9 $45/0z $60/0z 85.7 114.3
Enterprise Value (US$) ] $1,487.7 $1,796.7
Enterprise Value (C$)“" $1,646.7 $1,988.8
Net Financial Assets and Liabilities .......c.ccoooverrurererrnran.d 42.1 42.1
Implied Equity Value ....cccocvvvuiiiircrinnnnneenineseneneanead ‘ $1,688.8 $2,030.9
Fully Diluted Shares Outstanding™®............o..ooocovvrrrvrrennes 113.8 113.8
Implied Equity Value per Share ($).....cccooveververrerrrerenrens $14.84 $17.85
Exchange Ratio .........covceeimeciineencicccnecnnnenen 0.47 0.47
Implied Value of the Consideration ($) $8.39

(1) Converted at 1.1069 C$/US$.
(2) Gammon Lake fully diluted shares outstanding plus Mexgol

Valuation Summary

The following is a summary of the range of val

i
\T $6.97

\
d fully diluted shares outstanding multiplied by the Exchange Ratio of 0.47.

|
|
ues of the Consideration resulting from the NAV analysis

and the market trading multiples analysis underraken by TD Securities:

|
; Value per Mexgold
k Common Share

NAV ANlYSIS...cccveeereierreiericreeseieiecreere e eeneens $6.35 $8.56
Comparable Company Trading Multiple Analysis .......... 6.97 8.39

In deterfnining the market trading value of the

|
\
\
\

Consideration, TD Securities placed greater emphasis on

the NAV analysis than on the market trading mult1ples analysis.

Valuation of the Consideration Conclusion

Based upon and subject to the foregoing, TD $ecurities is of the opinion that, as of May 28, 2006, the
market trading value of the Consideration is in the range of $6.75 to $8.25 per Mexgold Common Share.
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FAIRNESS OPINION H
I
Approach to Fairness |

In considering the fairness of the Consideration to be received by the Mexgold Minority Shareholders in
connection with the Arrangement, TD Securitie\s principally considered and relied upon:

! i

(a) a comparison of the market trading value of the Consideration to the fair market value of the

Mexgold Common Shares as determine‘%i in the Valuation;

(b) a comparison of the premiums implied \by the Consideration to the trading prices of the Mexgold
Common Shares prior to announcement of the Arrangement to the premiums implied by selected
precedent transactions involving gold \r‘nining companies and selected acquisition of remaining
interest transactions; and 2

(c) acomparison of the premiums implied 15y the Exchange Ratio to the trading exchange ratio of the
Mexgold Common Shares and the Gan‘ljmon Lake Common Shares prior to announcement of the
Arrangement to the premiums implied \Py selected precedent transactions involving gold mining
companies and selected acquisition of remaining interest transactions.

|

Comparison of Values Determined in the Valu\t‘:ztion

The fair market value of a Mexgold Common S““hare was determined to be in the range of $6.50 to $8.00
in the Valuation. The market trading value ofj the Consideration was determined to be in the range of
$6.75 to $8.25 per Mexgold Common Share““ in the Valuation. TD Securities believes that when
comparing the value of the Consideration to the value of the Mexgold Common Shares it is important to
recognize that one significant assumption that contributed to the development of the range of values in
each case was the use of low case and high case commodity price scenarios as part of the NAV analysis
of the Mexgold Common Shares and of the Corﬁsideration. Any comparison of values should be done on

the basis of a consistent commodity price fore(‘l;ast. As such, it would be inappropriate to compare the

high end of the market trading value range of the Consideration to the low end of the fair market value
range of the Mexgold Common Shares and vice “versa. TD Securities noted, however, that the low end of
the market trading value range of the Consideration exceeded the low end of the fair market value range
of the Mexgold Common Shares, and that the high end of the market trading value range of the

Consideration exceeded the high end of the fair rj‘narket value range of the Mexgold Common Shares.

|

|
Analysis of Premiums Based on the Value of the Consideration
\
TD Securities calculated the premiums impli“ed by the market trading value of the Consideration

determined in the Valuation to the trading price? of the Mexgold Common Shares prior to announcement
of the Arrangement and compared such pren?iums to the premiums implied by selected precedent
transactions involving gold mining companies and selected acquisition of remaining interest transactions.

TD Securities considered premiums calculated based on the following periods: (i) closing price one day
prior to the announcement, (ii) closing price one“ week prior to announcement, and (iii) closing price four
weeks prior to announcement. ‘

Member of TD Bank Financial Group




The following is a summary of the premiumsy implied by the selected precedent transactions involving
gold mining companies and the selected acqu‘isition of remaining interest transactions compared to the
premiums implied by the market trading value ?f the consideration:

Premium
. 1 Day 1 Week 4 Weeks
Precedent Transactions Involving Gold Mining Companies'"
0 [F—— 3.4% 1.6% 2.9%
MEGIAN co.ecovvereeeeccveeressesss st sesss st asess s ess s ssssses 29.7% 36.7% 37.5%
HIZN oottt sss s s 44.3% 56.9% 92.2%
AVEIBEZE vvnvevirenrerieresiressstssasissntsns e sssssssasesssesessesasanns ” .......................... 27.3% 33.5% 42.3%
Acquisition of Remaining Interest Transactions' ‘3
LOW e B (I 2.6% 1.8% 1.7%
MEdIEN oo e 26.2% 27.3% 29.3%
HGH evvvvveeeeeeereeecesersesssssssssssssesesssseenessssssssanssnenee eerenecssssssseensesene 60.3% 83.6% 55.2%
AVEIAZE ...e.ovoeeoeereeerrresorscessessarsssssssessessessssssaesasenes S 27.0% 30.2% 27.9%
I
Premiums Implied by the Market Trading Value of the Consideration
LOW = $6.75 oottt — 18.4% 22.7% (1.6%)
MIA-POINE = §7.50.1-vvreseeerrreeseserssrerscssese R 31.6% 36.4% 9.3%
High = $8.25 oo seeeeere e L e 44.7% 50.0% 20.3%

(1) Based on 18 precedent transactions since January 1, 2004, ihentiﬁed by TD Securities in which a public gold mining company was acquired
where the equity value of the target was greater than US$20‘Lmillion.

(2) Based on 28 precedent transactions since January 1, 2000, 1dentified by TD Securities in which an acquirer owning at least 10% of a target
successfully acquired the remaining interest in the target held by public shareholders and where the value of the remaining interest acquired
was greater than $20 million. ‘

The range of premiums identified in the 4@} transactions considered is very wide. Although each
transaction has its own particular circumstapces and TD Securities did not consider any specific

transactions to be directly comparable to the Arrangement, TD Securities believes that the transactions

considered, in the aggregate, provide a useful #omparison benchmark. TD Securities noted that the four
|

week premiums implied by the market trading Walue of the Consideration are significantly lower than the

corresponding one day and one week premium;s. TD Securities believes that the one day and one week
premiums are more relevant in the circumstanc‘f:s and did not rely on the four week premiums. Based on
the one' day and one week premiums, TD Securities determined that (i) the premiums implied by the

market trading value of the Consideration de‘?ztermined in the Valuation are within the range of the
premiums implied by the selected precedent transactions involving gold mining companies and selected

acquisition of remaining interest transactions, a“r“ld (ii) the premiums implied by the mid-point of the range
of market trading value of the Consideration determined in the Valuation are consistent with or above the
median and average premiums implied by the selected precedent transactions involving gold mining

. L . .
companies and selected acquisition of remaining interest transactions.
I

Analysis of Premiums Based on the ExchangeiRatio

I
TD Securities calculated the premiums implie# by the Exchange Ratio of 0.47 to the trading exchange
ratio of the Mexgold Common Shares and the Gammon Lake Common Shares prior to announcement of
the Arrangement and compared such premiums to the premiums implied by selected precedent

transactions involving gold mining companies and selected acquisition of remaining interest transactions.

TD Securities considered premiums calculatedhbased on the following periods: (i) closing price one day
prior to the announcement, (ii) closing price onl‘e week prior to announcement, and (iii) closing price four

weeks prior to announcement.

‘\
‘
f
|
;
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The following is a summary of the premiums| implied by the selected precedent transactions involving
gold mining companies and the selected acquisition of remaining interest transactions compared to the
premiums implied by the Exchange Ratio: |

It
I
\

} Premium
1 Day 1Week 4 Weeks

Precedent Transactions Involving Gold Mining Companies
LOW .ot estsss b b s sesss s s srenses b 3.4% 1.6% 2.9%
MEQIAN ..o 29.7% 36.7% 37.5%
BN ettt e 44.3% 56.9% 92.2%
AVETAZE.....cocoiiviimcececrcneiers bbbt st ‘ .......................... 21.3% 33.5% 42.3%

Acquisition of Rernaining Interest Transactions i
LOW vvtvtervrasssresssssssssnsesssasssssssssassn sassanssssssssssssnensnes S 2.6% 1.8% 1.7%
MEdIaN ... I 26.2% 27.3% 29.3%
O, ST 60.3% 83.6% 55.2%
AVETAZE ...ttt v cerernem e 27.0% 30.2% 27.9%

|

Premiums Implied by the Exchange Ratio i
Based on Closing Prices'” ...co.o.ovvrveniiensrireriiienins et eeeeenrene 17.1% 23.1% 18.0%
Based on Volume Weighted Average Closing Prices'? .........ccooovvnn...... 17.1% 18.8% 20.0%

(1) Premiums implied by comparing the Exchange Ratio to the trading exchange ratios calculated using the closing prices of the Mexgold
Common Shares and the Gammon Lake Common Shares on the days indicated prior to the announcement of the Arrangement.

(2) Premiums implied by comparing the Exchange Ratio to thé trading exchange ratios calculated using the volume weighted average closing
prices of the Mexgold Common Shares and the Gammon ITake Common Shares for the periods beginning on the specified day before the
announcement of the Arrangement and ending one trading d Py prior to the announcement of the Arrangement.

\

As noted previously, the range of premiums i 1dent1ﬁed in the 46 transactions considered is very wide.
Although each transaction has its own pamcu}ar circumstances and TD Securities did not consider any
specific transactions to be directly comparable to the Arrangement, TD Securities believes that the
transactions considered, in the aggregate, peride a useful comparison benchmark. TD Securities
determined that the premiums implied by the Exchange Ratio are within the range but below the average
and median premiums implied by the selected|precedent transactions involving gold mining companies
and selected acquisition of remaining interest transactions.

|
. ., . |
Fairness Opmwn Conclusion ‘

Based upon and subject to the foregoing, TD §ecur1tles is of the opinion that, as of May 28, 2006, the
Consideration to be received by the Mexgold Minority Shareholders in connection with the Arrangement
is fair, from a financial point of view, to such Mexgold Minority Shareholders.

Yours very truly,

|

TD SECURITIES INC.

|
1 Member of TD Bank Financial Group
|
|




Appendix A: Mexgold Underground Low Case”

Total Payable Metal
(000s 0z)

Gold

Silver

Gold Equivalent
Price Assumptions

Gold

Silver

MXN/US$

(US$ millions)

Gross Revenue

Net Smelter Return
Cash Operating Costs
Changes in Working Capital
Operating Cash Flow
Development Capital
Expenditure
Sustaining Capital
Expenditures

Free Cash Flow
{pre-tax)

Cash Income Taxes

Free Cash Flow
(after tax)

Total Payable Metal
(000s oz)

Gold

Silver

Gold Equivalent
Price Assumptions

Gold

Silver

MXN/US$

(US$ millions)
Gross Revenue

Net Smelter Return
Cash Operating Costs
Changes in Working Capital

Operating Cash Flow
Development Capital
Expenditure
Sustaining Capital
Expenditures

Free Cash Flow
(pre-tax)

Cash Income Taxes

Free Cash Flow
(after tax)

|
Ending December 31

Year‘
2006E  2007E  2008E 2009E 2010E  2011E 2012E 2013E  2014E 20ISE 2016E 2017E 2018E 201SE
|
4970 427 424 491 378 373 398 465 472 472 472 472 472 472
26236 23559 27843 22756 25032 25165 25835 23961 22503 22503 22503 22503 22503 22503
1000 888 956  9l4 8‘;4.2 823 80 84 875 85 85 875 875 875
|
600 625 575 525 500 475 475 475 475 475 475 475 4715 475
1150 1225 1100 975 925 850 850 850 850 850 850 850 850 850
10 14 116 118 21 120 118 116 114 112 110 108 106 104
b
600 555 550 480 4&1 391 409 425 416 416 416 416 416 46
593 549 543 474 415 386 403 419 411 411 4L1 411 411 411
(199)  (193) (19.0) (184) (180) (180) (183) (186) (188) (192) (192) (19.2) (192) (192)
@.1) 0.3 0.0 05 0.5 02 (1) _(©.1) 0.1 0.0 - - - -
372 359 353 295 240 209 219 233 223 219 219 219 219 219
I
! . . - - . . . - -
|
72 33 3.1 29 2.9 53 35 35 33 35 35 35 35 3.5
300 327 322 266 211 156 184 198 188 184 184 184 184 184
|
) @) (09 (60 (449 (33 (39 (42 (39 G8 D (52 Gy G2
[
229 245 243 206 168 123 146 156 149 147 133 133 133 133
\
| Total /
2020E  2021E  2022E  2023E  2024E Average
472 472 472 3.1 - 7733
22503 22503 22503 1492 - 404408
875 815 815 58 -~ 15109
\
475 475 475 415 475
850 850 850 850 830
102 102 102 102 102
I
416 416 416 28 I 7597
411 411 411 27 - 7506
(192)  (192) (192) (1.3) I (3228)
- - - 22 02 1.7
208 219 219 37 02 4294
i
35 35 35 - . 630
“
184 184 184 37 g2 3664
52 52 (52 - - (885)
i
133 133 133 37 277.9

P

., |+
(1) Includes 100% of Proven & Probable Reserves, 100% of Measured & Indicated Resources and 50% of Inferred Resources. Underground M&I and
Inferred Resources were dituted by 50%, and Open Pit M&I and Inferred Resources were diluted by 5%.
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Appendix A: Mexgold Underground High Case”

Total Payable Metal (000s 0z)
Gold
Silver
Gold Equivalent

Price Assumptions
Gold
Silver
MXN/USS$

(US$ millions)
Gross Revenue

Net Smelter Return
Cash Operating Costs
Changes in Working Capital

Operating Cash Flow

Development Capital
Expenditure

Sustaining Capital Expenditures
Free Cash Flow (pre-tax)
Cash Income Taxes

Free Cash Flow (after tax)

Total Payable Metal (000s 0z)
Gold
Silver
Gold Equivalent

Price Assumptions
Gold (US$/0z)
Silver (US$/0z)
MXN/US$

(US$ millions)
Gross Revenue

Net Smelter Return
Cash Operating Costs
Changes in Working Capital

Operating Cash Flow

Development Capital
Expenditure
Sustaining Capital Expenditures

Free Cash Flow (pre-tax)
Cash Income Taxes

Free Cash Flow (after tax)

(1) Includes 100% of Proven & Probable Reserves, 100% of Measured & [
Inferred Resources were diluted by 50%, and Open Pit M&I and Inferred Rs

Year #-:nding December 31

2006E  2007E  2008E 2009 2010E 2011 2012E  2013E  2014E  2015E  2016E 2017E  2018E  201SE
497 427 424 491 3}7,8 373 398 465 472 472 472 472 472 472
26236 23559 27843 22756 25032 25165 25835 23961 22503 22503 22503 22503 22503 22503
1001 898 921 910 814 826 83 896 8.7 8.7 8.7 8.7 8.7 817
i
o\
625 675 700 625 575 500 500 500 500 500 500 500 500 500
1200 1350 1250 1150 1000 900 900 900 900 900 900 900 900 900
1.0 114 116 118 121 120 118 116 114 112 110 108 106 104
j
“
625 606 645 569 468 413 431 448 439 439 439 439 439 439
618 599 637  S62 462 408 426 443 433 433 433 433 433 433
200) (194) (192) (186) (181) (180) (184) (186) (189) (192) (192) (192) (192 (19.2)
2.3) 01  (0.3) 0.6 038 05 (1) (0.1 0.1 0.0 - - i -
394 406 442 382 2%';9.0 232 241 255 246 242 241 241 241 241
72 33 31 29 29 5.3 35 35 3.5 3.5 3.5 35 35 35
322 374 411 353 2;T6‘1 179 206 221 211 207 206 206 206 206
(78 (95 (10.5) (84) (36) (39 (45 (49 (45 (44 (7 (58 (58  (58)
[
24 279 306 269 2?.4 140 161 172 1667 163 149 149 149 149
I
\
| Total/
2020E  2021E  2022E  2023E  2024E Average
I
472 472 472 3.1 -~ 7733
22503 22503 22503 1492 - 40,4408
877 877 877 58 - 1,508.1
|
\
500 500 500 500 500
900 900 900 900  9.00
102 10.2 10.2 10.2 1012
|
439 49 439 29 L 8182
433 433 433 29 - 8084
(192)  (192) (192)  (1.3) L. (3239)
Z - - 24 02 1.7
U
241 241 241 40 02 4861
35_ 35 35 - - 630
I
206 206 206 40 02 4231
(58 (58 (58) - L (104.4)
149 149 149 40 Do 3187

o
|

Member of TD Bank Financial Group

ndicated Resources and 50% of Inferred Resources. Underground M&I and
‘;sources were diluted by 5%.
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Appendix A: Mexgold Heap Leach Low Case®
i Total /

. 2006E 2007E 2008E  2009E 2010E _ 2011E _Average
Total Payable Metal I

(000s 0z) .
Gold. - 20.5 60.6 57.6 438 -- 1825
Sitver - 361.8  1,4472 13474 10248 -~ 41812
Gold Equivalent - 276 88.3 82.6 62.8 -~ 261.2
Price Assumptions H
Gold 600 625 575‘;‘ 525 500 475
Silver 11.50 12.25 11.00, 9.75 9.25 8.50
MXN/USS 11.0 114 11.6‘} 1.8 12.1 12.0
(US$ millions) li
Gross Revenue - 17.3 507, 434 314 - 1428
Net Smelter Return - 17.1 50.2@ 429 310 - 141.3
Cash Operating Costs - (33) (130} (28 2.9 - @319
Changes in Working Capital -- (1.1) (1.9) 0.5 0.3 2.2 0.0
Operating Cash Flow - 127 353 307 285 22 109.3
Development Capital 15.5 70 N B _ __ 95
Expenditure ‘
Sustaining Capital i
Expenditures -- 0.6 0A6‘i 0.6 -- -- 1.8
!
Free Cash Flow
|
(pre-tax) (15.5) 5.1 34.7\; 301 285 22 85.0
Cash Income Taxes -- 3.0) (9.5)‘; (7.7) (7.2) -- (27.4)
|
|
Free Cash Flow |
(after tax) (15.5) 2.1 25.2“ 224 213 22 576
I
. . (1)
Appendix A: Mexgold Heap Leach High Case
Total /
2006E  2007E  2008E | 2009E  2010E  2011E Average
Total Payable Metal
(000s oz)
Gold - 205 60.6 57.6 438 - 182.5
Silver -- 3618 14472 13474 1,02438 - 41812
Gold Equivalent - 278 86.4 | 824 61.6 - 2582
Price Assurnptions ‘
Gold 625 675 700 | 625 575 500
Silver 12.00 13.50 12,50 \ 11.50 10.00 9.00
MXN/USS 11.0 11.4 116 11.8 12.1 12.0
(US$ millions)
Gross Revenue - 18.7 60.5 515 354 - 166.1
Net Smelter Retumn - 18.5 995 51.0 351 - 164.4
Cash Operating Costs - 3.3) (13.0) (12.8) 29) - (31.9)
Changes in Working Capital -- (1.2) (2.5) 0.7 0.6 2.5 0.0
Operating Cash Flow - 14.0 44.3 388 328 25 1325
gevelopmem Capital 15.5 70 - _ B n 225
xpenditure
Sustaining Capital
Expenditures . - 0.6 0.6 0.6 -- -- 1.8
Frec Cash Flow (155) 65 437 | 382 328 25 1082
(pre-tax) .
Cash Income Taxes - (3.4) (122) ' (99 (8.3) -- (33.9)
Free Cash Flow i
(after tax) (15.5) 31 315 | 283 245 25 74.3
(1) Includes 100% of Proven & Probable Reserves, 100% of M. #asured & Indicated Resources and 50% of Inferred Resources. Underground
M&I and Inferred Resources were diluted by 50%, and Open|Pit M&I and Inferred Resources were diluted by 5%.

i

b Member of TD Bank Financial Group



Appendix A: Ocampo Underground Low Case”

Total Payable Metal
(000s 0z)

Gold

Silver

Gold Equivalent
Price Assumptions

Gold

Silver

MXN/US$
(US$ millions)
Gross Revenue
Net Smelter Return
Cash Operating Costs
Changes in Working Capital
Operating Cash Flow
Development Capital
Expenditure
Sustaining Capital
Expenditures
Free Cash Flow
(pre-tax)

Cash Income Taxes

Free Cash Flow
(after tax)

Total Payable Metal
(000s 0z)

Gold

Silver

Gold Equivalent

Price Assumptions
Gold
Silver
MXN/USS$

(US3 millions)
Gross Revenue

Net Smelter Return
Cash Operating Costs

Changes in Working Capital’

Operating Cash Flow
Development Capital
Expenditure
Sustaining Capital
Expenditures

Free Cash Flow
(pre-tax)

Cash Income Taxes

Free Cash Flow
(after tax)

|
|
i
i

I

Year \Ending December 31
|
2006E  2007E  2008E  2009E 2010E  2011E 2012E 2013E 2014E 2015E  2016E 2017E  20I18E  2019E
’ﬁ
264 712 750 805 745 615 615 615 615 6ls 615 615 615 615
1,597.6 39719 37782 38266 39397 30415 30415 30415 30415 30415 30415 30415 30415 30415
570 1490 1473 1516 1574 1160 1160 1160 1160 1160 1160 1160 1160 1160
li
[
600 625 575 525 500 475 475 475 475 415 475 475 475 475
1150 1225 1100 975 925 850 850 850 85 850 850 850 850 850
10 114 16 118 121 120 18 116 114 112 110 108 106 104
“\
342 931 847 796 7\187 s51 551 551 S50 Ss1 551 551 551 551
338 920 937 786 778 544 544 544 Sa4  Sa4 544 544 544 544
64) (71) (168) (165 (61) (161) (164 (167 (1700 (73) (73) (73 (173) (173)
(6.8) 0.1 0.7 0.4 0.0 1.9 0.0 0.0 0.0 - - - - -
206 751 616 626 6111.8 402 380 378 375 372 371 371 371 371
I
415 19 20 25 25 2.0 20 20 20 20 20 20 20 20
1.0 6.0 6.0 6.0 60 6.0 60 6.0 6.0 6.0 60 6.0 6.0 6.0
i
I
(@19) 672 96 sel S35 322 300 98 95 M2 291 N1 W1 V1
GO _(113)__(102) _ O7_ (104 @45 (50 (54 (7 ___(60)___(63) (66 (68 (1.0)
|
(49) 559 494 443 429 278 250 243 237 231 228 25 23 21
‘i
!
Year Ending December 31
E Total /
2020E  2021E  2022E  2023E  2024E  2025E  2026E  2027E  2028E  2029E 2030E  2031E  2032E  Average
I
615 615 615 615 6ls 615 615 615 615 615 615 102 — 15785
30415 30415 30415 30415 3,041\“5 3,0415 30415 30415 30415 30415 30415 5035 — 784473
1160 1160 1160 1160 1160 1160 1160 1160 1160 1160 1160 192 ~ 30008
475 475 475 475 415 475 475 475 475 475 475 475 475
850 850 850 850 830 850 850 850 850 850 850 580 850
102 102 102 102 o2 102 102 102 102 102 102 102 102
i
I
ss1 0 ss1 ss1 ss1 SsiL ss1 ss1 ss0 SS1 S5t S5 91 - 14811
s44  S44 544 sa4 Sal4 s44 s44 sa4 s44 S44 544 90 ~ 14634
173)  (173) (173) (173) (17.3) (173) (73) (73) (173) (173) (173) (29 —- (4183)
- e - - : - - . - _ - 3.0 0.6 (0.0)
A I 9.1 06 10451
200 20 20 20 20 20 20 - - - - - - 823
l
6.0 6.0 6.0 6.0 6.\0 6.0 6.0 6.0 6.0 6.0 6.0 - - 145.0
[
Il
91 291 290 290 299 290 291 311 3.1 31 3L 9.1 06 8177
(72) (034 (15 __ (16 (A7 __(18 _ (19 (80 _ (81)__ (82) - ~  (1829)
i
|
20 208 27 206 25 214 214 233 231 B0 230 91 06 6349

(1) Includes 100% of Proven & Probable Reserves, 100% of Measured & In
Inferred Resources were diluted by 20%, and Open Pit M&I and Inferred Re:

dicated Resources and 50% of Inferred Resources.

ources were diluted by 5%.

Member of TD Bank Financial Group
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Appendix A: Ocampo Underground High Case'”

Total Payable Metat
(000s 0z)

Gold

Silver

Gold Equivalent
Price Assumptions

Gold

Silver
MXN/US$

(US$ millions)
Gross Revenue

Net Smelter Retumn

Cash Operating Costs
Changes in Working Capital
Operating Cash Flow

Development Capital
Expenditure
Sustaining Capital
Expenditures

Free Cash Flow
(pre-tax)

Cash Income Taxes

Free Cash Flow
(after tax)

Total Payable Metal
(000s 0z)

Gold

Silver

Gold Equivalent
Price Assumptions

Gold

Silver

MXN/USS
(US$ millions)
Gross Revenue

Net Smelter Return

Cash Operating Costs |
Changes in Working Capital
Operating Cash Flow
Development Capital
Expenditure

Sustaining Capital
Expenditures

Free Cash Flow

(pre-tax)

Cash Income Taxes

Free Cash Flow

(after tax)

ey

Year\‘\Endmg December 31
2006E 2007E  2008E _ 2009E 201 OE 2011E 2012E 2013E 2014E 2015E 2016E _2017E 2018E 2019E
264 71.2 75.0 80.5 1 74.5 61.5 61.5 61.5 61.5 61.5 61.5 61.5 61.5 61.5
1,597.6 39719 37782 3,8266 3,939.7 3,0415 3,0415 3,041.5 30415 3,041.5 3,041.5 3,0415 30415 30415
57.0 150.6 1425 150.9 ‘153 0 1163 116.3 1163 1163 1163 116.3 116.3 1163 116.3
625 675 700 625 | 575 500 500 500 500 500 500 500 500 500
12.00 13.50 12.50 11.50  10.00 9.00 9.00 5.00 9.00 9.00 9.00 9.00 9.00 9.00
11.0 114 11.6 11.8 t 12.1 12.0 11.8 11.6 114 11.2 11.00 10.8 10.6 10.4
H
U
356 101.7 99.7 943 880 58.1 58.1 581 58.1 58.1 58.1 581 58.1 58.1
|
352 100.4 98.6 932 l 87.0 57.5 57.5 575 57.5 574 57.4 574 574 574
(64) (17.1) (168) (165) (16.) (161) (164) (167) (170) (173) (173) (173) (17.3) (173)
(72)  (0.3) 0.1 04 | 05 2.5 0.0 0.0 0.0 0.0 ~ - - —
217 83.1 819 772 714 438 411 40.8 40.5 402 402 402 40.2 402
41.5 19 20 25 125 20 20 20 20 20 20 20 20 20
1.0 6.0 6.0 60 | 60 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
(20.8) 752 73.9 68.7 }“ 329 358 331 328 325 322 322 322 322 322
G4 (137 __(143)_(138)__(130) __ (53)__ (58) _ (63) _(66) _(69) (72 __(14)_(aN__ (19
I
(24.2) 61.5 59.6 54.9 | 49.9 304 272 265 259 253 25.0 24.7 245 243
I
|
I}
Year Ending December 31
| Total /
2020E 2021E 2022E 2023E 2024E 2025E  2026E  2027E 2028E 2029E 2030E 2031E 2032E Average
61.5 61.5 61.5 61.5 6‘1 5 615 61.5 61.5 61.5 61.5 61.5 10.2 - 1,578.5
30415 30415 30415 30415 30415 30415 30415 30415 30415 30415 30415 503.5 - 784473
1163 1163 1163 116.3 11\6 3 1163 1163 1163 116.3 116.3 116.3 193 - 2,999.0
H
500 500 500 500 %00 500 500 500 500 500 500 500 500
9.00 9.00 9.00 5.00 9.00 9.00 9.00 9.00 9.00 9.00 5.00 9.00 9.00
10.2 10.2 102 102 10.2 10.2 10.2 10.2 102 10.2 10.2 102 10.2
|
58.1 58.1 58.1 58.1 58.1 58.1 58.1 58.1 58.1 58.1 58.1 9.6 - 1,591.8
\
57.4 57.4 574 574 5‘;7.4 574 57.4 57.4 57.4 574 574 9.5 - 1,572.9
(17.3) (17.3)  (17.3) 173y (173) ((173) (17.3) (173) (173) (173) (17.3) 2.9 - (418.3)
- - -- - -- - - - -- - - 32 06 0.0)
40.2 40.2 40.2 40.2 40.2 40.2 40.2 40.2 402 40.2 40.2 9.8 0.6 1,154.6
20 20 20 20 2.0 20 2.0 - - - - - - 823
|
6.0 6.0 6.0 6.0 HGO 6.0 6.0 6.0 6.0 6.0 6.0 - - 145.0
i
322 322 322 322 3“2,2 322 322 342 342 342 342 9.8 0.6 2,464.8
(8.0) (82) (83) (84) (835 (86) (86 (87 (88 (89  (9.0) - - (213.4)
I
24.1 240 239 238 23.7 236 235 254 253 252 251 98 0.6 7139

Inferred Resources were dituted by 20%, and Open Pit M&I and Inferred Résources were diluted by 5%.

Includes 100% of Proven & Probable Reserves, 100% of Measured & Indxcated Resources and 50% of Inferred Resources.

Underground M&I and

| Member of TD Bank Financial Group



Appendix A: Ocampo Heap Leach Low Case”

|
Year!‘Ending December 31

I

' 2006E  2007E _ 2008E 200913 2010E  2011E _ 2012E 2013E  2014E 2015E 2016E 2017E
Total Payable Metal i
(000s o0z) )
Gold 1423 1268 1209 1¥8.4 1375 1157 1157 115.7 115.7 1157 1157 1157
Silver 36444 39234 42994 37644 39318 50978 50978 50978 50978 50978 50978 35,0978
Gold Equivalent 2121 206.7 203.2 188.3 210.2 206.9 206.9 206.9 2069 206.9 206.9 206.9
Price Assumptions “\
Gold 600 625 575 525 500 475 475 475 475 475 475 475
Silver 11,50 12.25 11.00 9.75 925 8.50 8.50 850 8.50 8.50 8.50 8.50
MXN/US$ 11.0 11.4 11.6 11.8 12.1 12.0 11.8 11.6 11.4 11.2 11.0 10.8
(USS$ millions) i
Gross Revenue 127.3 1292 116.8 8.8 105.1 983 583 983 98.3 98.3 983 983
Net Smelter Retum 1259 127.8 1155 97.8 104.0 97.1 97.1 97.1 97.1 97.1 97.1 97.1
Cash Operating Costs 22.9)  (30.5)  (30.0) (295) (255) (25.6) (26.0) (265) (269) (274) (274) (274)
Changes in Working Capital (12.1) 4.5 1.0 ‘1.2 (0.7) 0.8 0.0 0.0 0.0 0.0 - -
Operating Cash Flow 90.9 101.7 86.5 6“9.5 777 723 71.1 70.7 70.2 69.7 697 69.7
Development Capital i
Expenditure 205 -- - 1 - -- - - - -- -- - --
Sustaining Capital \
Expenditures 2.0 26 2.6 2.6 2.6 2.6 2.6 2.6 26 2.6 2.6 2.6
Free Cash Flow i
(pre-tax) 68.4 99.1 839 66.8 751 69.7 68.5 68.1 67.6 67.1 67.1 67.1
il
Cash Income Taxes - (23.3) (21.4) (16.9) (19.9) (18.2) (18.2) (18.2) (18.2) (18.2) (18.3) (18.3)
Free Cash Flow \;
(after tax) 68.4 759 625 S‘0.0 552 515 503 49.8 494 489 488 48.7
.
Year Ending December 31
i Total /
2018E 2019E 2020E! 2021E 2022E 2023E 2024E 2025E 2026E Average
Total Payable Metal H
(000s oz)
Gold 115.7 1157 115.7;‘ 1157 1157 1157 115.7 76.0 - 2,344.4
Silver 5,097.8 50978 5’097‘8i~ 5,097.8 50978 50978 50978 33476 - 94,280.8
Gold Equivalent 206.9 206.9 2069% 2069 206.9 2069 206.9 1359 -- 4,053.1
Price Assumptions |
Gold 475 475 475“ 475 475 475 475 475 475
Silver 8.50 8.50 8,50“ 8.50 8.50 8.50 8.50 850 8.50
MXN/US$ 10.6 104 10.2 10.2 10.2 102 10.2 10.2 102
(USS$ millions) ‘;
Gross Revenue 983 98.3 98.3] 983 983 98.3 98.3 645 - 2,017.7
Net Smelter Return 97.1 97.1 97.1 “ 97.1 97.1 97.1 97.1 63.8 - 1,994.6
Cash Operating Costs (27.4) (27.4) (274) (274 (214 (27.4) (27.4) (18.0) - (535.7)
Changes in Working Capital - -- == -- -- -- -- 1.8 35 0.0
Operating Cash Flow 69.7 69.7 69.7) 69.7 69.7 69.7 69.7 476 35 1,458.8
Development Capital ‘
Expenditure -- -- - -- - . - - -- 205
Sustaining Capital ‘
Expenditures 26 26 2.6/ 2.6 2.6 2.6 49.0
Free Cash Flow !
(pre-tax) 67.1 67.1 67.1 67.1 67.1 67.1 67.1 476 35 1,389.3
Cash Income Taxes (18.4) (18.5) (18.5) (186)  (186) _ (186) _ (186) _ (12.0) - (350.9)
Free Cash Flow L
(after tax) 48.7 48.6 48.61 48.5 48.5 48.5 48.5 356 3.5 1,038.5
(1) Includes 100% of Proven & Probable Reserves, 100% of Measured & Indicated Resources and 50% of Inferred Resources. Underground M&I and
Inferred Resources were diluted by 20%, and Open Pit M&I and Inferred Resources were diluted by 5%.

Member of TD Bank Financial Group



Appendix A: Ocampo Heap Leach High Case® \

Year Ending December 31
2006E  2007E  2008E  2009E  2010E  2011E  2012E  2013E  2014E 2015E  2016E  2017E
Total Payable Metal |
(000s 0z) \
Gold 142.3 129.8 120.9 111‘8'4 1375 115.7 1157 1157 115.7 1157 1157 1157
Silver 36444 39234 42994 37644 39318 50978 50978 50978 50978 50978 50978 50978
Gold Equivalent 2122 2083 197.7 187.6 205.8 207.5 207.5 207.5 207.5 207.5 207.5 207.5
Price Assumptions
Gold 625 675 700 ‘25 575 500 500 500 500 500 500 500
Silver 12.00 13.50 12.50 1450 10.00 9.00 9.00 9.00 9.00 9.00 9.00 9.00
MXN/US$ 11.0 11.4 11.6 1.8 12.1 12.0 11.8 11.6 114 112 11.0 10.8
(US& millions)
Gross Revenue 1327 140.6 1384 117.3 1184 103.7 103.7 103.7 103.7 103.7 103.7 103.7
Net Smelter Return 1312 139.1 136.9 1190 117.1 102.5 1025 102.5 102.5 102.5 1025 102.5
Cash Operating Costs 229 (30.5) (30.0) (29.5) (25.5) (25.6) (26.0) (26.5) (26.9) (27.4) (27.4) (27.4)
Changes in Working Capital (12.7) 42 0.2 1.4 (04) 1.4 0.0 0.0 0.0 0.0 - -
Operating Cash Flow 956 112.8 107.1 8:7‘9 9t.2 783 76.5 76.1 75.6 751 75.1 751
Development Capital i
Expenditure 20.5 -- - - -- - - - - .- - -
Sustaining Capital |
Expenditures 20 2.6 2.6 2.6 2.6 2.6 2.6 26 2.6 26 2.6 2.6
Free Cash Flow
(pre-tax) 73.1 110.2 104 .4 853 88.6 757 739 734 73.0° 725 725 72.5
Cash Income Taxes - (27.6) (27.4) (2210) (23.6) (19.7) (19.7) (19.8) (19.7) (19.7) (19.8) (19.9)
Free Cash Flow H
(after tax) 73.1 826 770 61},3 649 56.0 542 53.7 532 528 527 326
ii
Year ErL‘ding December 31
\ Total /
' 2018E 2019E 2020E | 2021E 2022E 2023E 2024E 2025E 2026E Average
Total Payable Metal ‘
(000s 0z) !
Gold 1157 1157 1157 1157 11587 1157 1157 76.0 - 2,344.0
Silver 5,097.8 5,097.8 5,097.8 5,097.8 5,097.8 5,097.8 5,097.8 3,347.6 - 94,280.8
Gold Equivalent 2075 2075 207.5 2075 2075 2075 2075 136.2 - 40522
Price Assumptions | )
Gold 500 500 500 500 500 500 500 500 500
Silver 9.00 9.00 9.00 9.00 9.00 9.00 9.00 9.00 9.00
MXN/US$ 10.6 104 102 10.2 10.2 10.2 10.2 102 10.2
(USS millions) !
Gross Revenue 103.7 103.7 103.7 103.7 103.7 103.7 103.7 68.1 - 2,167.5
Net Smelter Return 102.5 102.5 102.5 102.5 1025 102.5 102.5 67.3 - 2,142.7
Cash Operating Costs (27.4) (27.4) 27.4) | (27.4) (27.4) (27.4) (27.4) (18.0) - (535.7)
Changes in Working Capital - - -l - - - -~ 2.0 3.8 (0.0)
Operating Cash Flow 75.1 75.1 75.1 ‘ 751 751 751 75.1 513 3.8 1,607.0
Development Capital I
Expenditure - - - - - - - - - 2035
Sustaining Capital i
Expenditures 26 26 26" 26 26 2.6 2.6 -- - 49.0
Free Cash Flow !
(pre-tax) ‘ 72.5 72.5 725 | 725 72.5 725 725 51.3 38 1,5375
Cash Income Taxes (19.9) (20.0) (20.0) (20.1) (20.1) (20.1) (20.1) (13.0) -~ (392.4)
Free Cash Flow
(after tax) 525 52.5 524 | 524 524 523 523 383 38 1,145.2
|
(1) Includes 100% of Proven & Probable Reserves, 100% of Measured % Indicated Resources and 50% of Inferred Resources. Underground M&I and
Inferred Resources were diluted by 20%, and Open Pit M&I and Inferred Resources were dituted by 5%.

Member of TD Bank Financial Group
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Appendix B: Comparable Precedent Transat\:tions Involving Junior Gold Producers

Target Enterprise Transaction Multiple
Date Acquiror Value USS/0z Au. Eq. P/NAV
| (US$ millions) (US8)

23-May-06 AUrZOn MINES..coueveiiereiiiiceeeecennnnnens : .......... $373 $131 1.17x
‘ Northgate Minerals ‘

22-Feb-06 Desert Sun Mining. .....cocceevvervecerncannns 1 .......... $553 5104 1.28x
Yamana Gold !

4-Dec-05 RNC Gold ‘: ......... $49 $22 0.69x
Yamana Gold i

30-Nov-05  Lihir ISIand........c.ccooeeovoeercoeroeorsioesis oo $295 $97 na
Citicorp j

21-Nov-05 Bolivar Gold“: .......... $378 $108 1.25x
Gold Fields !

17-Oct-05 Guinor Gold s e $286 $67 1.11x
Crew Gold }j

7-Sept-05 San Andres.......ccoceeevviireenencecceeenisanae \i .......... $23 $47 na
RNC Gold |

1-Mar-05 OVACIK o — $45 $88 na

Koza Davetiye Magaza Isletmeleri Ve‘\‘lhracat

Member of TD Bank Financial Group
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|
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Appendix C: Comparable Precedent Transa!ctions Involving Gold Exploration or Development
Companies |

Target Enterprise Transaction Multiple
Date Acquiror | Value USS$/0z Au. Eq. P/NAV
i; (USS millions) (USS)
15-Feb-06 Boddington ..o, (R $166 $54 na
Newmont Mining \
5-Dec-05 Cerr0 COTONE cvovvnrvevreerecrerrensrreessossesenaend ‘ .......... $40 $8 na
Gold Fields i
5-Dec-05  ELEONOE...oorrrsoeooseoeossesesrs e $420 5131 na
Goldcorp
16-Nov-05 Hope Bay Gold .......coovvecvnnerrenirnnns frvrannns $37 $57 na
Newmont Mining ‘
27-Sept-05 St. Jude RESOUICES ..vvurrencrreieeersiseenceeralharera $109 $51 na
‘ Golden Star Resources
23-Sept-05 Bumside JV ..o - $18 $1s na
Northern Gold NL i
29-Jul-05 Maud Creek weoomroosososreesrseses s $43 $39 na
GBS Gold International ‘
20-Jun-05 Jilbey Gold Exploration ..........cccccoeiuieecnnd \‘ ......... $30 $200 na
High River Gold Mines ““
31-May-05  Afcan Mining COTp.v.eoovorsvorvorsresen b $55 $58 1.46x
Eldorado Gold .
12-May-05 SUUMKUUSIKKO 1.vvvveveeerereinrinree e “ ....... $129 $54 na
Agnico-Eagle Mines “
22Mar-05  BEMMEal.oereososcssoseseesesesesrs s $70 $29 na
Industrias Luismin SA De SV (Goldcml}l))

|
\i Member of TD Bank Financial Group
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Appendix D: Market Trading Multiples of Selected Public Mining Companies"

Enterprise Market Trading Multiples
Company Market Capitalization Value EV/oz Au. Eq. P/INAV
Intermediate Producers (US$ millions? (US$ millions) (US$)
Agnico-Eagle 3,821.2 “i 3,669.5 $28 1.8x
Bema 2,439.8 | 2,642.6 $59 1.4x
Cambior 899.0 | 919.4 $69 1.0x
Centerra 856.3 632.8 $44 0.5x
Eldorado‘Gold 1,579.7 1,420.6 $119 1.3x
Glamis 6,344.8 | 6,374.0 $386 2.0x
Golden Star 610.3 | 588.3 $55 1.1x
TAMGOLD 1,628.0 | 1,477.8 $100 1.4x
Meridian Gold 3,122.3 H 2,833.1 $366 2.0x
Northgate 850.5 797.8 $37 1.3x
Yamana Gold 2,805.1 | 2,802.0 $109 1.5x
\\
’ I
Average | $125 1.4x
Median $69 1.4x
Enterprise Market Trading Multiples
Company Market Capitalihtion Value EV/oz Au. Eq. P/NAY
Junior Producers (US$ millions)“‘ (US$ millions) (US3)
Alamos 7866 | 783.0 $159 1.5x
Crystallex 1,015.8 “\ 1,083.5 331 0.7x
Glencairm Gold 108.8 h 107.0 $78 0.7x
[ntrepid Minerals 153.8 \\ 162.2 $163 0.8x
Jaguar Mining 181.7 | 140.2 $43 0.7x
Nevsun 360.0 | 343.3 $24 1.2x
Orvana 101.8 \\ 89.5 $115 nmf
Queenstake 235.1 234.7 $89 0.9x
Semafo 293.1 | 278.1 $56 1.0x
I
I\
Average $84 0.9x
Median $78 0.9x

(1) Based on closing stock prices as of May 26, 2006.

Member of TD Bank Financial Group
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: |
Appendix D: Market Trading Multiples of Selected Public Mining Companies M

‘ Enterprise Market Trading Multiples
Company Market Capitaliiation Value EV/oz Au. Eq. P/NAV
Emerging Producers (US$ mil[ionsb (US$ millions) (US8)
Anatolia 1947 | 180.3 $32 0.6x
Aquiline 124.1 | 1215 5145 nmf
Exeter 69.3 | 62.5 $71 0.7x
Gold Reserve 306.4 258.7 $18 nmf
Grey Star 386.6 ‘ 356.2 $35 nmf
International Minerals 426.6 | 378.0 $63 1.1x
Kimber Resources 1222 \ 104.4 $54 0.6x
Minefinders 384.6 279.8 $42 0.9x
Miramar 6842 616.1 $69 0.9x
Palmarejo 6313 | 627.4 $194 1.2x
QGX 1033 | 743 $19 amf
Red Back Mining 326.4 ! 346.4 $151 1.4x
Viceroy 4323 361.5 $151 0.9x

i
Average M $80 0.9x
Median i $63 0.9x

(1) Based on closing stock prices as of May 26, 2006.

Member of TD Bank Financial Group
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I Commercial List File No. 06-CL-6504
\\

| ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MR. 1 ) TUESDAY, THE 27th DAY
JUSTICE GROUND 9 OF JUNE, 2006

MEXGOI~JD RESOURCES INC.

: Applicant

\
IN THE MATTER OF Sec“tion 182 of the ONTARIO BUSINESS

CORPORATIONS ACT, being \Chapter B. 16 of The Revised Statutes of
Ontario 1990, as amended ‘\

)
|

!
AND IN THE MATTER OF a Proposed Arrangement involving

MEXGOLD RESOURCES INC and GAMMON LAKE RESOURCES INC.
i
|

|
INTw\“ERIM ORDER
I

THIS MOTION, made by Mexg(%ld Resources Inc. (“Mexgold™) for advice and directions of the
Court in connection with a proposed arrangement un“der Section 182 of the Business Corporations Act, R.S.0. 1990,

|
c. B. 16, as amended (the “OBCA™) and for an Orde‘r‘;
i

(a) abridging the time for service of ct)\r dispensing with service of the Notice of Motion and Motion
Record; ‘
li

b) authorizing Mexgold to call and conduct a meeting of the holders of options and of its common

\i

shares to approve the proposed plan of arrangement; and
(c) granting certain other ancillary re]ie‘;f,
i

was heard this day at 393 University Avenue, 8" Floo‘r, Toronto, Ontario.

ON READING the Notice of Application and Notice of Motion herein, the Affidavit of Bradley

H. Langille swomn June 22, 2006 (the “Supporting Affidavit”) and the exhibits thereto, and on hearing the
submissions of counsel for the Applicant and counsel‘ifor Gammon Lake Resources Inc.,

1
|

Definitions !

i
1. THIS COURT ORDERS that as usel

capital letters shall have the respective meanings set c‘\ut in the Information Circular of Mexgold, attached as Exhibit
“A” to the Supporting Affidavit. ‘

d in this Order unless otherwise defined, terms beginning with

\
‘\
|




Service \

2, THIS COURT ORDERS that the time for service of the Notice of Motion and Motion Record be
and the same is hereby abridged, that the Notice jof Motion is properly returnable today and that service of the

Notice of Motion and Motion Record on any of the Mexgold Securityholders or on any other interested person is

hereby dispensed with. \
‘ I
The Meeting 1\
I
\L

3. THIS COURT ORDERS that Mexgold is authorized and directed to call, hold and conduct a

Meeting of Mexgold Securityholders to consider and, if deemed advisable, to pass, with or without variation, among
other things, a special resolution to approve the proposed Plan of Arrangement. The Meeting shall be called, held

and conducted in accordance with the OBCA, the art1cles and the by-laws of Mexgold.

Adjournments and Postponements N
i
|
4, THIS COURT ORDERS that, subject to paragraph 5 below, Mexgold, if it deems advisable, is

specifically authorized to postpone or adjourn the. 'Meeting on one or more occasions, without the necessity of
|

further Order of the Court or first convening the Me‘etmg or first obtaining any vote of the Mexgold Securityholders
|

respecting the postponement or adjournment of the Meeting.

Record Dates for Notice and Voting

S. THIS COURT ORDERS that th(Q record date for determining Mexgold Securityholders entitled
to vote at the Meeting in respect of the Arrangement Resolution shall be June 28, 2006, subject to the provisions of
subsection 100(2) of the OBCA and the by-laws of 1\~/Iexgold Mexgold Securityholders shall be entitled to one vote
for each Mexgold Common Share and each Mexgolél Option (with holders of Mexgold Options having one vote for
each Mexgold common share they would be entltle‘d to have issued to them if their Mexgold Options were fully

vested and exercised). ;

6. THIS COURT ORDERS that the E[Information Circular (the “Information Circular™), substantially
in the form attached as Exhibit “A” to the Supportiné Affidavit with such amendments, revisions or supplements as
Mexgold may determine which are not inconsistent|with the provisions of this Interim Order, which Information
Circular will include the Notice of Application and\thls Interim Order (collectively, the “Meeting Materials™) be
delivered to the Mexgold Securityholders at the close of business on the Record Date, to Mexgold Warrantholders,

Mexgold’s directors, and to the auditors of Mexgold by one of the following methods not less than twenty-one (21)
\
days before the date of the Meeting, excluding the date of delivery and the date of the Meeting:

i

@) in the case of registered Mexgold {Shareholders, registered Mexgold Optionholders or Mexgold
\

Warrantholders, by ordinary prepai(\i mail, courier or delivery in person to each such holder at his,

. | . .
her or its address as shown on the books or records of Mexgold or its registrar and transfer agent;

|



(i) in the case of non-registered Mexgold Shareholders, by providing an adequate number of copies of

the Meeting Materials to intermediaries and registered nominees to facilitate distribution of the

Meeting Materials to beneficial holders of Mexgold Shares;

|

(iii) in the case of the directors of Mtaxgold, by ordinary prepaid mail, courier or delivery in person,
addressed to the individual direct(l‘rs; and

|

(iv) in the case of the auditors of Mexgold, by ordinary prepaid mail, courier or delivery in person,

addressed to the firm of auditors;

and such mailing, transmission, delivery or distribution, as applicable, shall constitute good and sufficient

service of notice of the Application, the Meeting and the hearing in respect of the Application upon such

|
persons, and no other form of service need be made or other material served.
I

|
7. THIS COURT ORDERS that tl\i‘e Meeting Materials shall be deemed, for the purposes of this
Interim Order and the Application, to have been recc%ived:

|

1) in the case of distribution by ordiflary prepaid mail, three (3) business days after delivery thereof
i
to the post office; “

|
\

() in the case of distribution by couri{i:r, one (1) business day after receipt by the courier; and
(ii1) in the case of distribution by deliv%ry in person, on receipt thereof by the intended addressee.
i!
3. THIS COURT ORDERS that Mexgold is authorized, at its own expense, to solicit proxies,

directly or through its officers, directors or employees, and through any soliciting dealer or such other agents or

representatives as it may retain for such purpose,

“and by mail, telephone or such other forms of personal or
electronic communication as it may determine. f‘

|
9. ‘ THIS COURT ORDERS that any accidental omission to give notice of the Meeting to, or the

[

non-receipt of such notice by, one or more of the persons specified in this Interim Order, shall not invalidate any

resolution passed at the Meeting or the proceedings h“erein.
‘\
|
10. THIS COURT ORDERS that the\} Chair shall direct a vote at the Meeting in respect of a special

|

resolution relating to the Plan of Arrangement and tlﬁe vote required to pass the aforesaid special resolution relating

to the Plan of Arrangement at the Meeting, with or without variation, shall be:
(a) the affirmative vote of at least t#“vo—thirds of the votes cast by the Mexgold Securityholders,
present in person or represented bﬂ/ proxy, at the Meeting voting together as a single class, with
holders of Mexgold Options haviﬁg one vote for each Mexgold common share they would be

\ .
entitled to have issued to them if th\‘eir Mexgold Options were fully vested and exercised; and



-D-5-
i

(b) the affirmative vote of at least a~] majority of the votes cast by the “Minority Shareholders” (as
!

defined in the Plan of Arrangement) in accordance with Ontario Securities Commission Rule 61-

501 and subject to the exceptions set out therein (Minority Approval).

|
Rights of Dissent n
‘\

11. THIS COURT ORDERS that t“he Mexgold Shareholders shall be granted a right of and be

entitled to dissent in respect of the resolution appro&ing the proposed Plan of Arrangement so long as they provide

written objection thereto to Mexgold at its registerec“{i office in Dartmouth, Nova Scotia at least 48 hours prior to the

Meeting (excluding Saturdays, Sundays and holida}Jg) or any postponement or adjournment thereof or to Mexgold’s

registrar and transfer agent, Computershare Investor Services Inc., and otherwise strictly comply with the
|

requirements of the Plan of Arrangement and the n‘e:quirements of the OBCA, except as modified by this Interim
i
Order.

i
i‘
|

Approval of Arrangement |

12, THIS COURT ORDERS that Lgpon approval of the Plan of Arrangement by the Mexgold
Securityholders in the manner set forth in this Ir:terim Order, the Applicant may apply before this Court on
Wednesday, August 2, 2006 at 10:00 a.m. for appr(iva] of the Plan of Arrangement (the “Approval Application™),

with or without variation, and that service of the Notice of Application herein, in accordance with this Interim Order
|
and in accordance with the provisions below, shall constitute good and sufficient service of such Notice of

Application upon all persons and entities who are entitled to receive such Notice of Application and no other form of
|

service need be made and no other material need be served on such persons in respect of the Approval Application,

unless a Notice of Appearance is served on the Applicant’s solicitors in accordance with the terms set out in
\

paragraph 13 hereof.
13. THIS COURT ORDERS that anyl‘ of the Mexgold Securityholders or any other interested person
or entity may appear at the Approval Application p{rovided such holder or person serves a Notice of Intention to

Appear on the Applicant’s solicitors and files it wil‘h the Court no later than two (2) days prior to the Approval

Application. The Notice of Intention to Appear shz‘i,ll set out the address for service in respect of such holder or
person, indicate whether such holder or person int%nds to support or oppose the Approval Application or make

submissions thereat and shall be served and filed with any evidence or materials which are to be presented to this
\
|
l
14, THIS COURT ORDERS that the Applicant may, at any time, seek leave to vary this Interim

Order without further notice.

Court.

! “Registrar”
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NOTI(%E OF APPLICATION



Commercial List File No. 06-CL-6504

| ONTARIO
SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST
h

|
w%
MEXGO“LD RESOURCES INC.

BETWEEN:

i‘; Applicant
IN THE MATTER OF Sectlon 182 of the ONTARIO BUSINESS
CORPORATIONS ACT, bemg Chapter B. 16 of The Revised Statutes of
Ontario 1990, as amended \“

fi

‘I
AND IN THE MATTER \OF a Proposed Arrangement involving

MEXGOLD RESOURCES INC and GAMMON LAKE RESOURCES
INC. \
|
|

|
NOTICE OF APPLICATION
|

A LEGAL PROCEEDING HAS BEEN COMMENCED by the applicant. The claim made by the
applicant appears on the following pages.

|

THIS APPLICATION will be made to‘\ a judge presiding over the Commercial List on Wednesday,
August 2, 2006 at 10:00 a.m. at 393 University A“venue, 8th Floor, Toronto, Ontario.

|
IF YOU WISH TO OPPOSE THIS API"LICATION to receive notice of any step in the application or
to be served with the documents in the appllcatloﬁ you or an Ontario lawyer acting for you must prepare a notice
of appearance in Form 38A prescribed by the Rules of Civil Procedure, serve it on the Applicant’s lawyer(s) or,
where the Applicant do not have a lawyer, serv“@ it on the Applicant, and file it, with proof of service, in this
court office, and you or your lawyers(s) must appear at the hearing.

IF YOU WISH TO PRESENT AFFID““AVIT OR OTHER DOCUMENTARY EVIDENCE TO THE
COURT OR TO EXAMINE OR CROSS-EXAMINE WITNESSES ON THE APPLICATION, you and your
lawyer(s) must, in addition to serving your notice:\‘of appearance, serve a copy of the evidence on the Applicant’s
lawyer(s) or, where the Applicant does not havel a lawyer, serve it on the Applicant, and file it, with proof of
service, in the court office where the application iis to be heard as soon as possible, but not later than 2 p.m. on

the day before the hearing. |

IF YOU FAIL TO APPEAR AT THE HEARING, JUDGMENT MAY BE GIVEN IN YOUR
ABSENCE AND WITHOUT FURTHER NOTICE TO YOU. IF YOU WISH TO DEFEND THIS
PROCEEDING BUT ARE UNABLE TO PAY LEGAL FEES, LEGAL AID MAY BE AVAILABLE TO YOU
BY CONTACTING A LEGAL AID OFFICE. ’\




Date:

TO:

AND TO:

AND TO:

I -E-3-

June 23, 2006 \ Issued by ‘“Registrar”

Local registrar

1
| Address of 393 University Avenue
i court office Toronto ON MS5G 1E6

|
|
ALL HOLDERS OF SHARES, WARRANTS AND OPTIONS
OF MEXGOLD RESOURCES INC.

OTHER PERSONS AND ENTITIES HAVING
AN INTEREST IN THE AFFAIRS OF
MEXGOLD RESOURCES IUNC

FASKEN MARTINEAU DU‘\‘MOULIN LLP
Barristers and Solicitors |

P.O. Box 20, 42" Floor |

Toronto Dominion Bank Tower
Toronto-Dominion Centre
Toronto ON MS5K IN6

i
Samuel R. Rickett —- LSUC #14947B
Tel: 416-868-3436
Fax: 416-364-7813 1

\
|

Solicitors for Gammon Lake \Resources Inc.
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APPL[CATION

\

THE APPLICANT MAKES APPLICATION FOR:

(2)

(b)

©

\\

An Interim Order for advice and directions of this Honourable Court pursuant to subsection
182(5) of the Business Corporatlons Act, R.S.0. 1990, c. B. 16, as amended (the "OBCA")
with respect to notice, the coﬂ‘duct of a meeting (the “Meeting”) of the common shareholders
and optionholders of Mexgold Resources Inc. (“Mexgold”) and such other matters pertaining
to a proposed plan of arrangenulent (the "Arrangement") involving Mexgold and Gammon Lake

Resources Inc. (“Gammon Lake’ "), as descnbed below;

A Final Order of the Superipr Court of Justice pursuant to section 182(5) of the OBCA
approving the Arrangement 1f it is adopted and approved by the common shareholders and
optionholders of Mexgold (the‘ "Mexgold Securityholders") at the Meeting in accordance with
the provisions of the Interim O‘rder and

Such further and other relief as to this Honourable Court seems just.

H

THE GROUNDS FOR THE APPLIdATION ARE:

(2)

(b)

(©

(d)

(©

®

@
(h)

|

Mexgold is a corporation contmued under the OBCA. The common shares of Mexgold are
publicly traded;

Mexgold 1s engaged in the Business of gold and silver mining, exploration, development,
extraction and processing, ha\‘nng two (2) mining properties and one (1) mineral exploration
property in Mexico, l\
Mexgold intends to call and| conduct the Meeting to have the Mexgold Securityholders
consider and vote upon the | Arrangement providing for the exchange by the Mexgold
Securityholders of their Common Shares and Options for Common Shares and Options of
Gammon Lake, which is also engaged in the business of gold and silver mining, exploration
and development in Mexico and which currently owns approximately 23% of the issued and
outstanding common shares of Mexgold;

the Arrangement is expected to provide numerous advantages and is supported by a fairness
opinion which states that the| Arrangement consideration to be received by the Mexgold
Securityholders is fair, from a|financial point of view, to the Mexgold Securityholders, other
than Gammon Lake and its dire\‘ctors and officers;

the Common Shares and Optio‘ns of Gammon Lake to be issued to Mexgold Securityholders
pursuant to the Arrangement w111 be issued in reliance upon the exemption provided by section
3(a)(10) of the United States Securltles Act of 1933, as amended;

pursuant to the Interim Order’ of this Court to be sought by the Applicant, notice of this

application will be served on all Mexgold Securityholders at their respective registered
addresses as they appear on the books of Mexgold at the close of business on June 28, 2006,
including those Mexgold Secuﬁtyholders whose registered addresses are outside the Province
of Ontario. Service of these p”roceedmgs outside Ontario will be effected pursuant to Rules

17.02(n) and (o) of the Rules ‘of Civil Procedure and the Interim Order. With respect to all
other persons and entities ha&vmg an interest in the affairs of Mexgold, notice of this
application will be given in acccl)rdance with the provisions of the Interim Order;

Rules 3, 14.05, 16, 17, 37 and 3\8 of the Rules of Civil Procedure;

\
|
|

\J

section 182 of the OBCA; and




(i) such further and other groundsjas counsel may advise and this Honourable Court may permit.
!
3. THE FOLLOWING DOCUMENTARY EVIDENCE will be used at the hearing of the
application:
(a) the affidavit of Bradley H. Langille, President and Chief Executive Officer of Mexgold,;
|
) a supplementary affidavit to be‘; filed after the Meeting and detailing the events thereat;
(c) such further affidavits of depon‘ents on behalf of the Applicant reporting as to compliance with
the Interim Order; and z
i
(d) such further and other documentary evidence as may be necessary for the hearing of the

June 23, 2006

application and as may be permitted by the Court.

: Cassels Brock & Blackwell LLP
\ 2100 Scotia Plaza

| 40 King Street West

\ Toronto, Ontario M5H 3C2

|

‘ Robert B. Cohen LSUCH#: 32187D
. Tel: 416-869-5425
Fax: 416-350-6929

. Solicitors for the Applicant




wesiddy oy 10§ s103101j08

6769-0SE-91p -xed
STYS-698-911 IPL
AL8ITE #DNST UYo) ¢ 31qoy

TOE HSW OueiuQ “ojuoio),
1S9O\ 1091§ Sury| o

001 2nng ‘eze|] enoog
d'TTIPAYIEY % do1q SpPsse)

O.LNOYOL 1e paoudswiwod Juipassold

LSTT TVIDHANWINOD
ADILLSAL 4O LANO0D O AdNS
OI4VINO

$059-TD-90-'ON HROD) IS [E1019WWI0])

"ONI SHANOSHY A'TOOXHAN 40 HILLVIA HH.L NI



SCHEDULE F
|
SECTION 185 OF THE BUSINESS CORPORATIONS ACT (ONTARIO)

185.(1) Rights of dissenting shareholders. Subject to subsection (3) and to sections 186 and 248, if a corporation

resolves to, W

(a) amend its articles under section 168 ‘fo add, remove or change restrictions on the issue, transfer or
ownership of shares of a class or series|of the shares of the corporation;

(b) amend its articles under section 168 to add, remove or change any restriction upon the business or
businesses that the corporation may car}’y on or upon the powers that the corporation may exercise;

(c) amalgamate with another corporation lx;hder sections 175 and 176;

(d) be continued under the laws of anoﬂler‘ﬁudsdiction under section 181; or

|
(e) sell, lease or exchange all or substantia‘l‘ly all its property under subsection 184 (3),
I

a holder of shares of any class or series entitled to vdte on the resolution may dissent.
|
. Jo . . .
2) Idem. If a corporation resolves to amend its articles in a manner referred to in subsection 170 (1), a holder
of shares of any class or series entitled to vote on the amendment under section 168 or 170 may dissent, except in

respect of an amendment referred to in, i

(a) clause 170 (1) (a), (b) or (e) where the
are not entitled to dissent; or

amcles provide that the holders of shares of such class or series

(b) subsection 170 (5) or (6).
|

3) Exceptlon A shareholder of a corporatlonhncorporated before the 29th day of July, 1983 is not entitled to

dissent under this section in respect of an amendment of the articles of the corporation to the extent that the
amendment, 1
I
(a) amends the express terms of any provision of the articles of the corporation to conform to the terms of
the provision as deemed to be amended by section 277; or

(b) deletes from the articles of the corporatlon all of the objects of the corporation set out in its articles,
provided that the deletion is made by the 29th day of July, 1986.

“) Shareholder’s right to be paid fair valu‘e. In addition to any other right the shareholder may have, but
subject to subsection (30), a shareholder who compl‘les with this section is entitled, when the action approved by the
resolution from which the shareholder dissents becomes effective, to be paid by the corporation the fair value of the
shares held by the shareholder in respect of which tde shareholder dissents, determined as of the close of business on
the day before the resolution was adopted. }

\
5) No partial dissent. A dissenting sharehdlder may only claim under this section with respect to all the
shares of a class held by the dissenting shareholder on behalf of any one beneficial owner and registered in the name
of the dissenting shareholder. “

6) Objection. A dissenting shareholder shall Isend to the corporation, at or before any meeting of shareholders
at which a resolution referred to in subsection (1)|or (2) is to be voted on, a written objection to the resolution,
unless the corporation did not give notice to the shareholder of the purpose of the meeting or of the shareholder’s
right to dissent. i

H
@) Idem. The execution or exercise of a proxy does not constitute a written objection for purposes of
subsection (6). I




(8) Notice of adoption of resolution. The co'poratlon shall, within ten days after the shareholders adopt the
resolution, send to each shareholder who has ﬁlqd the objection referred to in subsection (6) notice that the
resolution has been adopted, but such notice is not required to be sent to any shareholder who voted for the
resolution or who has withdrawn the objection.

9 Idem. A notice sent under subsection (8) shall set out the rights of the dissenting shareholder and the
procedures to be followed to exercise those rights.

(10$) Demand for payment of fair value. A dissenting shareholder entitled to receive notice under subsection
(8) shall, within twenty days after receiving such notice, or, if the shareholder does not receive such notice, within
twenty days after learning that the resolution has bee:n adopted, send to the corporation a written notice containing,

‘ .
\
(a) the shareholder’s name and address; |

(b) the number and class of shares in respect of which the shareholder dissents; and

|
{c) ademand for payment of the fair valueof such shares.

(11) Certificates to be sent in. Not later than !the thirtieth day after the sending of a notice under subsection
(10), a dissenting shareholder shall send the certificates representing the shares in respect of which the shareholder
dissents to the corporation or its transfer agent.

(12) Idem. A dissenting shareholder who fails|to comply with subsections (6), (10) and (11) has no right to
make a c)aim under this section. |

(13) Endorsement on certificate. A corporatl‘on or its transfer agent shall endorse on any share certificate
received under subsection (11) a notice that the holder is a dissenting shareholder under this section and shall retumn

forthwith the share certificates to the dissenting shareholder.

(14) Rights of dissenting shareholder. On sebding a notice under subsection (10), a dissenting shareholder
ceases to have any rights as a shareholder other than the right to be paid the fair value of the shares as determined
under this section except where,

(a) the dissenting shareholder withdraws ;otlce before the corporation makes an offer under subsection
15y ;
|
(b) the corporation fails to make an offer in accordance with subsection (15) and the dissenting
shareholder withdraws notice; or }

(c) the directors revoke a resolution to \amend the articles under subsection 168 (3), terminate an
amalgamation agreement under subsect1on 176 (5) or an application for continuance under subsection

181 (5), or abandon a sale, lease or exchange under subsection 184 (8),

|

in which case the dissenting shareholder’s rights are reinstated as of the date the dissenting shareholder sent the
notice referred to in subsection (10), and the dissen}‘ting shareholder is entitled, upon presentation and surrender to
the corporation or its transfer agent of any certificate representing the shares that has been endorsed in accordance
with subsection (13), to be issued a new cemﬁcaté representing the same number of shares as the certificate so
presented, without payment of any fee.

(15) Offer to pay. A corporation shall, not lat%r than seven days after the later of the day on which the action
approved by the resolution is effective or the day thF corporation received the notice referred to in subsection (10),
send to each dissenting shareholder who has sent such notice,

(a) a written offer to pay for the dissentmg shareholder’s shares in an amount considered by the directors
of the corporation to be the fair value thereof, accompanied by a statement showing how the fair value
was determined; or ]




il
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(b) if subsection (30) applies, a notiﬁcatjjon that it is unable lawfully to pay dissenting sharecholders for
their shares. !
|
(16) , Idem. Every offer made under subsection (15) for shares of the same class or series shall be on the same
terms. i
a7 Idem. Subject to subsection (30), a corparation shall pay for the shares of a dissenting shareholder within
ten days after an offer made under subsection (15) has been accepted, but any such offer lapses if the corporation
does not receive an acceptance thereof within thirty“days after the offer has been made.
\i
(18) ' Application to court to fix fair value. Where a corporation fails to make an offer under subsection (15) or
if a dissenting shareholder fails to accept an offer, ‘[the corporation may, within fifty days after the action approved
by the resolution is effective or within such furthe“r period as the court may allow, apply to the court to fix a fair
value for the shares of any dissenting shareholder. ‘
|
(19) Idem. If a corporation fails to apply to thé court under subsection (18), a dissenting shareholder may apply
to the court for the same purpose within a further period of twenty days or within such further period as the court
may allow.
(20)  Idem. A dissenting shareholder is not rc:‘quired to give security for costs in an application made under
subsection (18) or (19). ‘

2D Costs. If a corporation fails to comply v“‘}ith subsection (15), then the costs of a sharcholder application
under subsection (19) are to be borne by the corporation unless the court otherwise orders.

‘ |
22) Notice to shareholders. Before making [application to the court under subsection (18) or not later than
seven days after receiving notice of an application to the court under subsection (19), as the case may be, a
corporation shall give notice to each dissenting shar‘Fholder who, at the date upon which the notice is given,

(a) has sent to the corporation the notice referred to in subsection (10); and

|
(b) has not accepted an offer made by the ;corporation under subsection (15), if such an offer was made,

of the date, place and consequences of the application and of the dissenting shareholder’s right to appear and be
heard in person or by counsel, and a similar notice 'shall be given to each dissenting shareholder who, after the date
of such first mentioned notice and before terminatiojn of the proceedings commenced by the application, satisfies the
conditions set out in clauses (a) and (b) within three}]days after the dissenting shareholder satisfies such conditions.
I

(23) . Parties joined. All dissenting shareholde%rs who satisfy the conditions set out in clauses (22) (a) and (b)
shall be deemed to be joined as parties to an application under subsection (18) or (19) on the later of the date upon
which the application is brought and the date upon which they satisfy the conditions, and shall be bound by the
decision rendered by the court in the proceedings commenced by the application.

24) Idem. Upon an application to the court under subsection (18) or (19), the court may determine whether
any other person is a dissenting shareholder who should be joined as a party, and the court shall fix a fair value for
the shares of all dissenting shareholders.

(25) Appraisers. The court may in its discretion appoint one or more appraisers to assist the court to fix a fair

value for the shares of the dissenting shareholders. ‘
(26)  Final order. The final order of the cgun in the proceedings commenced by an application under
subsection (18) or (19) shall be rendered against the corporation and in favour of each dissenting shareholder who,

whether before or after the date of the order, compli‘és with the conditions set out in clauses (22) (a) and (b).

|
27 Interest. The court may in its discretion dllow a reasonable rate of interest on the amount payable to each
dissenting shareholder from the date the action approved by the resolution is effective until the date of payment.




|

| -F-4-

(28) Where corporation unable to pay. Wherﬁ‘: subsection (30) applies, the corporation shall, within ten days
after the pronouncement of an order under subsecﬁion (26), notify each dissenting shareholder that it is unable
lawfully to pay dissenting sharcholders for their shares.

29 Idem. Where subsection (30) applies, a dissenting shareholder, by written notice sent to the corporation
within thirty days after receiving a notice under subsection (28), may,

(a) withdraw a notice of dissent, in which c‘:ase the corporation is deemed to consent to the withdrawal and
the shareholder’s full rights are reinstated; or

(b) retain a status as a claimant against tha corporation, to be paid as soon as the corporation is lawfully
able to do so or, in a liquidation, to bejranked subordinate to the rights of creditors of the corporation
but in priority to its shareholders.

(30) Idem. A corporation shall not make a payment to a dissenting shareholder under this section if there are
reasonable grounds for believing that, |

(a) the corporation is or, after the payment] would be unable to pay its liabilities as they become due; or

|
(b) the realizable value of the corporation’s assets would thereby be less than the aggregate of its

liabilities. |

| rfr
(€2)) Court order. Upon application by a corﬁ)oration that proposes to take any of the actions referred to in

subsection (1) or (2), the court may, if satisfied that the proposed action is not in all the circumstances one that
should give rise to the rights arising under subsectio‘?n (4), by order declare that those rights will not arise upon the
taking of the proposed action, and the order may be subject to compliance upon such terms and conditions as the
court thinks fit and, if the corporation is an offerinlé corporation, notice of any such application and a copy of any

order made by the court upon such application shall [‘be served upon the Commission.

|
(32) Commission may appear. The Commission may appoint counsel to assist the court upon the hearing of
an application under subsection (31), if the corporation is an offering corporation.

!
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PRO FORMA FINANCIAL STATEMENTS OF
GAMMON L{jAKE RESOURCES INC.




COMPILATION REPORT ON PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS

To the Board of Directors of Gammon Lake Resources Inc

|

We have read the accompanying unaudited pro forma consolidated balance sheet of Gammon Lake Resources Inc.
(“Gammon”) as at March 31, 2006 and the unaudited pro forma consolidated statements of operations for the three months
ended March 31, 2006, the five months ended December 31, 2005 and the year ended July 31, 2005, and have performed the

following procedures:

1.

Compared the figures in the columns captioned “Gjammon Lake Resources Inc.” to the unaudited consolidated financial
statements of Gammon as at March 31, 2006 and for the three months then ended, the audited consolidated statement of
operations of Gammon for the five months ended December 31, 2005, and the audited consolidated statement of
operations of Gammon for the year ended July 31, 2005, respectively, and found them to be in agreement.

Compared the figures in the columns captioned “Mexgold Resources Inc.” to the unaudited consolidated financial
statements of Mexgold Resources Inc. as at March 31, 2006 and for the three months then ended, the unaudited
constructed consolidated financial statements of Mexgold Resources Inc. for the five months ended December 31, 2005,
and the unaudited constructed financial statements of Mexgold Resources Inc. for the year ended July 31, 2005,
respectively, and found them to be in agreement.

Made enquiries of certain officials of Gammon wh(“) have responsibility for financial and accounting matters about:
(a) The basis for determination of the pro forrha adjustments; and
(b) Whether the unaudited pro forma consolldated financial statements comply as to form in all material respects
with the securities acts of the provinces and territories of Canada (the “Acts”) and related regulations.

The officials: ‘
|
. . o .
(a) described to us the basis for determination of the pro forma adjustments, and
(b) stated that the unaudited pro forma conso}idated financial statements comply as to form in all material respects
with the Acts and related regulations. ‘

|
Read the notes to the unaudited pro forma conso]ﬁdated financial statements, and found them to be consistent with the
basis described to us for determination of the pro forma adjustments.

[

|
Recalculated the application of the pro forma adj‘ustments to the aggregate of the amounts in the columns captioned
“Gammon Lake Resources Inc.” and “Mexgold Resources Inc.” as at and for the three months ended March 31, 2006, for
the five months ended December 31, 2005 and for the year ended July 31, 2005, as appropriate, and found the amounts
in the column captioned “Pro Forma Consolidated Qammon Lake Resources Inc.” to be arithmetically correct.

These pro forma consolidated financial statements are based on management assumptions and adjustments which are
inherently subjective. The foregoing procedures are substantially less than either an audit or a review, the objective of which
is the expression of assurance with respect to management’s assumptions, the pro forma adjustments, and the application of
the adjustments to the historical financial information. Accordingly, we express no such assurance. The foregoing
procedures would not necessarily reveal matters of sig[niﬁcance to the pro forma consolidated financial statements, and we
therefore make no representation about the sufficiency ;Df the procedures for the purposes of a reader of such statements.

Chartered Accountants |

(Signed) KPMG LLP
Halifax, Canada ,

June 28, 2006 i




Gammon Lake Resources Inc.
Pro Forma Consolidated Balance Sheet
As at March 31, 2006
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(Unaudited) }
|
Gammon Lake Mexgold ProForma  Note Pro Forma
Resources Inc.  Resources Inc  Adjustments Consolidated
| Gammon Lake
[ Resources Inc
I8 $ 8 $
Assets I
Current ‘
Cash and cash equivalents 1,152,580 35,213,905 (3,600,000) 2a 32,766,485
Restricted funds | - 1,165,900 1,165,900
Receivables 12,755,624 3,833,912 16,589,536
Prepaid expenses | 443,948 106,723 550,671
Inventories i7,461,675 2,097,519 9,559,194
Due from related parties | 646,716 - (592,796) 2b 53,920
Future income taxes ; - 66,300 66,300
2‘2,460,543 42,484,259 60,752,006
|
Deposits on capital equipment ' 326,788 - 326,788
Deferred stock based compensation ! - - 12,075,721 2a 12,075,721
Long term investment 18,411,000 - (18,411,000) 2e -
Mining interests and assets 257,429,405 56,295,154 234,060,799 2a 547,785,358
Goodwill I - - 125,034,732 2a 125,034,732
I
29“8.627.736 98.779.413 745,974,603
li
Liabilities ‘3
Current !
Accounts payable and accrued liabilities 1‘38,522,161 3,163,095 21,685,256
Advances from related parties T - 592,796 (592,796) 2b -
Current portion of long term debt 34,187,011 2.953.683 37.140.694
5‘;2,709,172 6,709,574 58,825,950
h
Long term debt 39,007,240 3,618,639 42,625,879
Employee future benefits 1\ 269,581 2,686,323 2,955,904
Future income taxes 17.035,000 4,129,300 65,537,024  2¢ 76,701,324
‘(
!
99,020,993 17,143,836 181,109,057
|
Shareholders’ equity !
Capital Stock 233,080,123 78,874,357 (19,675,000) 2e
I (59,199,357) 2d
b 308,058,755 2a 541,138,878
Contributed surplus 1}‘6,5 14,639 7,728,840 (7,728,840) 2a
i 57,200,050  2d 73,714,689
Deficit {49.988.019) (4.967,620) 4,967,620 2d (49.988.019)
1§.9.606,743 81,635,577 564,865,548
|
298.627.736 98,779.413 745,974,605
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Gammon Lake Resources Inc.
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Pro Forma Consolidated Statement of Operations |

For the three months ended March 31, 2006

(Unaudited) |
Gamm&h Lake Mexgold Pro Forma Note Pro Forma
Resources Inc  Resources Inc.  Adjustments Consolidated
i Gammon Lake
“ Resources Inc
S $ $ $
Revenue from mining operations 2,Q88,038 12,095,242 14,183.280
Expenses ‘
Production costs 3,648,007 7,067,928 10,715,935
Depletion & Amortization ‘;795,906 1,376,416 1,961,930 3a 4,134,252
General and administrative 2,681,698 1,836,588 (291,607) 3b 4,226,679
Interest expense k94,344 169.406 663.750
I
7.‘619.955 10.450.338 19,740,616
|
Income (loss) before the undernoted items (5,531,917) 1,644,904 (5.557.336)
Foreign exchange loss (5179,547) (209,938) (789,485)
Gain on equity investment 404,000 - (404,000) 2e -
Interest & sundry income ‘\168,237 352.628 (291,607) 3b 229,258
1(7.310) 142,690 (560,227)
|
Income (loss) before income tax (5,539,227) 1,787,594 (6,117,563)
Future income tax recovery (129.078) (139.658) (549,340) 3c (818.076)
|
Net income (loss) for the period (5.410.149) 1,927,252 (5.299.487)
1;
Basic and diluted loss per share 0.07 0.05
{
Weighted average number of common ‘i
& g 78,880,874 100,667.207

shares outstanding




Gammon Lake Resources Inc.

Pro Forma Consolidated Statement of Operations

For the five months ended December 31, 2005
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(Unaudited)
Gammon Lake Mexgold Pro Forma Note Pro Forma
Resources Inc Resources Inc.  Adjustments Consolidated
Gammon Lake
j Resources Inc
$ S $ $
i
Revenue from mining operations | - 14.487.564 14.487.564
u
Expenses ‘
Production costs .- 8,540,568 8,540,568
Depletion & Amortization (‘303,245 2,775,907 2,697,435 3a 6,076,587
General and administrative 12,467,203 4,036,700 (98,110) 3b 16,405,793
Interest expense ] - 294.344 294,344
[
13,:)70,448 15,647.519 31,317,292
[
I
Loss before the undernoted items (13.070,448) (1.159.955) (16,829.728)
Foreign exchange gain 672,524 254,831 927,355
Gain on equity investment 210,000 - (210,000) 2e -
Interest & sundry income 201.413 153,613 (98,110) 3b 256916
1,083,937 408,444 1,184.271
|
Loss before income tax (1 1,3:)86,51 1) (751,511) (15,645,457)
Future income tax recovery (379,000) (1,503.470) (755,282) 3c (2.637.752)
Net income (loss) for the period a 1.1507.51 1 751,959 (13.007.705)
|
Basic and diluted loss per share $(0.16) 0.14
Weighted average number of common 1‘
shares outstanding 73,831,114 95,617,447
[\




Gammon Lake Resources Inc.

Pro Forma Consolidated Statement of Operations

For the year ended July 31, 2005
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(Unaudited) ‘
Gammon Lake Mexgold Pro Forma Note Pro Forma
Resourc\‘:s Inc Resources Inc.  Adjustments Consolidated
| Gammon Lake
i Resources Inc
3 5 3 $
Revenue from mining operations 1 23.079.939 23.079.939
|
Expenses i
Production costs ' 17,943,361 17,943,361
Depletion & Amortization 537,540 4,652,671 8,329,053 3a 13,519,264
General and administrative 19,768,843 6,552,071 (160,910) 3b 26,160,004
Interest expense - 814,686 814,686
|
20,306,383 29.962.789 58,437,315
|
Loss before the undernoted items (20 366,3@ {6.882.850) (35.357.376)
Foreign exchange gain 3 112,172 725,149 1,037,321
Loss on equity investment (1,226,000) 1,226,000 2e -
Interest & sundry income 1,423,576 180,228 (160,910) 3b 1,442 894
[
509,748 905,377 2480215
|
I
Loss before income tax (19,7%6,635) (5,977,473) (32,877,161)
Future income tax recovery (421,040) (793.500) (2,332,135) 3c (3.546,675)
|
Loss for the period (19.375,595) (5,183.973) (29,330.486)
|
|
Basic and diluted loss per share $(0.29) 0.33
|
Weighted average number of common i
shares outstanding 66,002,431 87.788.764
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Gammon Lake Resources Inc. il
Pro Forma Notes to the Consolidated Statement of‘}Operations
(Unaudited)

1. Basis of Presentation

The accompanying unaudited pro forma consolidated balance sheet of Gammon Lake Resources Inc. (“Gammon™)
as at March 31, 2006 and the unaudited pro formal consolidated statements of operations for the three months ended
March 31, 2006, the five months ended Decemb}‘er 31, 2005 and the year ended July 31, 2005 (the “Pro Forma
Statements™) have been prepared for inclusion in the Management Information Circular of Mexgold Resources Inc.
(“Mexgold™) dated as of June 28, 2006 (the “Ir‘:lformation Circular”) relating to the Plan of Arrangement (the
“Arrangement”) under which Gammon will acc“quire Mexgold Resources Inc. (“Mexgold”). Pursuant to the
Arrangement, Gammon will acquire all of the out: T‘tanding shares and options of Mexgold excluding the 13,850,000
shares currently held. Each Mexgold share will‘}be exchanged for 0.47 shares of Gammon. Completion of the
Arrangement, which is expected to occur in August, 2006 and has been approved by both Board of Directors, is
subject to conditions usual to transactions of thi:s: nature, including court and regulatory approvals, and must be
approved by the shareholders and optionholders of Mexgold by at least two-thirds of the votes cast in person and by
proxy and at least a majority of the votes cast by the minority shareholders present in person or by proxy, at a special

meeting of Mexgold shareholders called for July 2%, 2006.

The Pro Forma Statements have been prepared by imanagement in accordance with the accounting policies disclosed
in the December 31, 2005 audited consolidated financial statements of Gammon. The unaudited pro forma
consolidated balance sheet gives effect to the assuri]ned transactions and assumptions as if they occurred at the date of
the balance sheet and the pro forma consolidated statements of operations gives effect to the assumed transactions as
if they occurred on August 1, 2004. The pro forma adjustments reflect the Arrangement using the purchase method
and are based on available information and cerﬁain estimates and assumptions. The actual adjustments to the
consolidated financial statements of Gammon at closing will depend on a number of factors including changes in net
book values of the entities between March 31, 200?5 and the effective date of the Arrangement. Therefore, the actual
adjustments will differ from the pro forma adjustments. Management of Gammon believes that the assumptions
used provide a reasonable basis for presenting all “pf the significant effects of the transaction and that the pro forma
adjustments give appropriate effect to those assumptions and are appropriately applied in the Pro Forma Statements.
The Pro Forma Statements contain no immediate ‘:synergies or expenses that would positively or negatively impact
existing operations. The Pro Forma Statements are not indicative of the results that actually would have occurred if
the events reflected therein had been in effect on ‘the date indicated or of the results which may be obtained in the
future. No attempt has been made to conform th:e accounting policies of Gammon and Mexgold for purposes of

these pro forma statements. “
|

These pro forma consolidated financial statemenﬁs should be read in conjunction with the consolidated financial
statements of Gammon for the five months ended December 31, 2005, the consolidated financial statements of

Mexgold for the eight months ended December 3&, 20035, the consolidated financial statements of Gammon for the

year ended July 31, 2005, the consolidated ﬁnanc:tial statements of Mexgold for the year ended April 30, 2005 and
the three months ended July 31, 2005 and 2004, as well as the unaudited interim consolidated financial statements of

Gammon and Mexgold for the three months ended March 31, 2006. The statement of operations of Mexgold for the
five months ended December 31, 2003, and for thé: year ended July 31, 2005 have been constructed from the audited
and unaudited financial statements referred to abox‘/fe.

The unaudited pro forma consolidated balance sheet as at March 31, 2006 gives effect to the following assumed
transactions and assumptions as if they had taken place at that date.

2. Pro Forma Consolidated Balance Sheet

a) Under the Arrangement, Mexgold shareholders will receive consideration of 0.47 Gammon common shares for a
total of 21,786,333 Gammon shares. The business combination will be accounted for using the purchase
method.

|

The proposed acquisition will be funded by thé issuance of Gammon common shares. The value ascribed to the

common shares of $14.14 per share is based on the average closing price of Gammon common shares over a




Gammon Lake Resources Inc.

. -G8-

Pro Forma Notes to the Consolidated Statement of] Operanons

(Unaudited)

b)

reasonable period of time pre and post acceptapce of the Letter of Intent by the Mexgold Board. The fair value
of the stock options and warrants outstanding under the Mexgold stock option plan has been recorded using the
weighted average strike price and expiration. |
\
The proposed acquisition of Mexgold Resourc‘%s Inc. is summarized as follows:
il
Consideration j S
|
|
Common shares representing the shares of ‘Mexgold

not already owned \‘ 308,058,755
Stock options and warrants 50,663,408
Transaction costs i‘ 3,600,000
 Investment in Mexgold previously owned 18.411.000
‘} 387,269,805

[ e

Net assets acquired, at fair value “

| Cash and cash equivalents H 35,213,905
Restricted funds ‘ 1,165,900
Other working capital, net ‘i 2,282,263
Deferred stock based compensation 1 12,075,721
Capital assets | 17,063,338

' Mining interests i‘ 273,292,615
Goodwill 125,034,732

,
Long term debt ‘ (6,572,322)
Future employee benefits ! (2,686,323)
Future income taxes i‘ (69.600,024)
i‘ 387,269,805

In the presentation of these pro forma conso‘lldated financial statements, the purchase consideration has been
allocated on a preliminary basis to the fa”lr value of assets acquired and liabilities assumed based on

management’s best estimates and taking into account all relevant information available at the time these
statements were prepared. Gammon expects‘\ the actual amounts for each of the fair values of the assets and
liabilities acquired will vary from the pro forma amounts and that the variation may be material.

Transaction costs related to the proposed acgu151t1on are estimated at $3,600,000. There are no finders fees
payable on successful conclusion of the Arrangement nor are there any break-up fees.

‘J
Related party balances have been adjusted ‘to reflect the proposed acquisition, and historical related party
transactlons have been eliminated. b
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Gammon Lake Resources Inc. |
Pro Forma Notes to the Consolidated Statement of Operatlons
(Unaudited)

<)

d)

3.

The unaudited pro forma consolidated statement of;

The future income tax liability on the unaudited pro forma consolidated balance sheet has been determined on
the basis of the difference between the net book values of the assets and liabilities assumed and Gammon’s
estimated tax bases after the completion of the\‘proposed transaction. The proposed acquisition of Mexgold will
result in an estimated future tax liability of $65,537,024. The estimated liability has been calculated using
enacted future tax rates. ‘

‘\
Shareholders’ equity has been adjusted to reﬂect the proposed acquisition of Mexgold and historical deficit of
Mexgold have been eliminated. ‘
The long term investment in Mexgold has bgeen eliminated against capital stock with an adjustment to the
accumulated deficit to reflect the impact of Gammon’s share of Mexgold’s losses incurred to March 31, 2006,
reported under equity accounting, w

\«
Pro Forma Consolidated Statement of Operanons

| operatlons for the three months ended March 31, 2006, the five

months ended December 31, 2005 and the year ended July 31, 2005 give effect to the following assumed transactions
and assumptions as if they had taken place January 1 2006, August 1, 2005 and August 1, 2004 respectively.

a)
b)

c)

4.

Depletion has been adjusted to reflect the deple}“;ion of the mining interests acquired.
Management fees charged to and incurred by Niexgold have been eliminated.

I
The future income tax recovery has been calculated on the foregoing adjustments using the tax rates expected to
be in effect.

Pro Forma Loss Per Share

The pro forma loss per share figures have been caléulated assuming the issuance of the 21,786,333 Gammon shares
pursuant to the Arrangement: !

a)

b)

<)

Gammon weighted average shares outstanding L4arch 31, 2006 78,880,874
Pro Forma weighted average shares outstandingi March 31, 2006 100,667,207
Gammon weighted average shares outstanding ‘Pecember 31, 2005 73,831,114
Pro Forma weighted average shares outstandingj December 31, 2005 95,617,447
Gammon weighted average shares outstanding .:?uly 31,2005 66,002,431
Pro Forma weighted average shares outstandingH July 31, 2005 87,788,764

The impact of the outstanding warrants and optlons on the pro forma loss per shares has been excluded, as they

would anti-dilutive.
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INFORMATION CONCERN‘I‘NG GAMMON LAKE RESOURCES INC.

\
The information concerning Gammon Lake cox“}tamed in this Circular, including the appendices and on the
documents incorporated by reference, has been taken from, or is based upon, publicly available documents
and records on file with the securities commissions of Alberta, Ontario, Quebec and Nova Scotia and filed on
www.sedar.com, other public sources and mforl‘matlon provided directly by Gammon Lake where indicated
herein, and is qualified in its entirety by the full text of such documents and records. Although Mexgold has
no knowledge that would indicate that any statements contained herein, which have been taken from or are
based on such documents and records, are untrue or incomplete, Mexgold assumes no responsibility for the
accuracy of the information contained in such documents.

|
Copies of the documents incorporated herein by reference are available under Gammon Lake’s Profile at
www sedar.com and may be obtained on request W"‘lthout charge from the Chief Financial Officer of Gammon Lake

at 1601 Lower Water Street, Suite 402, Summit Pla‘ce Halifax, Nova Scotia, B3J 2P8, Tel. no. (902) 468-0614.

Documents Incorporated By Reference !

|
The following documents which Gammon Lake has filed with the Commissions are specifically incorporated by
reference into, and form an integral part of, this Circular:

1. Annual Information Form (the “Annual I‘Jformation Form”) dated March 31, 2006 in respect of the five
 months ended December 31, 2005; 1

. I

2. Audited consolidated financial statements 'of Gammon Lake for the five months ended December 31, 2005,
together with the notes thereto and the auditor’s report therecon and related management’s discussion &

analysis (“MD&A™);

|

3. Audited consolidated financial statement“‘s of Gammon Lake for the fiscal year ended July 31, 2005,

together with the notes thereto and the aud',\tor’s report thereon and related MD&A,;

4. Unaudited consolidated interim financial statements of Gammon Lake for the three months ended March
31, 2006 together with the notes thereto and related MD&A;

|

5. Management Information Circular dated Apri] 13, 2006 in respect of Gammon Lake’s annual and special
meeting of sharcholders held on May 10, 2906 (the “Gammon Management Circular”);

\\

6. Material change report dated May 15, 2006 respecting the securing of commitments for an additional US
$40,000,000 increase to the credit facility iﬁ‘l'om Scotia Capital and Société Générale to finance costs related
to the project including completion of the mill facilities, working capital costs, corporate development and
exploration programs; \

7. Material change report dated May 19, 2006 respecting the signing of a definitive agreement with Scotia

Capital and Société Générale, finalizing thé US$40 million credit facility increase and extension;
\\
8. Material change report dated May 29, 2006 respecting the execution of the Pre-Arrangement Agreement;
I
9. Material change report dated June 7, 2006 |providing an updated production report from the Ocampo gold-

‘silver mine; and !
U

10. Material change report dated June 26, 2006|respecting the execution of the Arrangement Agreement.

The documents incorporated or deemed to be incorporated by reference herein contain meaningful and

material information relating to Gammon Lake, and Securityholders should review all information contained

in this Circular and the documents incorporated by reference herein.
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\

|
Any statement contained in a document mc0fporated by reference herein, or in any subsequently filed
document that also is incorporated by reference herein, will be deemed to be modified or superseded for the

purposes of this Circular to the extent that a stHatement contained herein, or in any other subsequently filed
document that also is incorporated by reference herein, modifies or supersedes such statement. The
modifying or superseding statement need not state that it has modified or superseded a prior statement or
include any information set forth in the document or the statement that it modifies or supersedes. The
making of a modifying or superseding statement will not be deemed an admission for any purposes that the

modified or superseded statement, when madé‘, constituted a misrepresentation, an untrue statement of a

material fact or an omission to state a material fact that is required to be stated or that is necessary to make a

statement not misleading in light of the circum!

superseded will not be deemed in its unmodxﬁed‘
No person is authorized to provide to Securityr
Circular. Information on any website mainta
Circular.

Corporate Structure

Gammon Lake currently has a head office located
Nova Scotia, B3B 1T5, which will be changed to 1

Scotia, B3J 2P8 in the first week of July 2006. Thi

Marie, Suite 3900, Montreal, Quebec, H3B 4M7.

Gammon Lake was incorporated under Part 1A o

name “Golden Rock Explorations Inc.”. By Articl

stances in which it was made. Any statement so modified or
or superseded form to constitute a part of this Circular.

olders any information different from that contained in this
ned by Gammon Lake does not constitute a part of this

|
|

at Suite 306, Cambridge 2, 202 Brownlow Avenue, Dartmouth,
601 Lower Water Street, Suite 402, Summit Place, Halifax, Nova
e registered office of Gammon Lake is located at 1, Place Ville-

f the Companies Act (Quebec) on February 25, 1986, under the

es of Amendment dated April 17, 1998, Gammon Lake changed

its name to its current form of name, “Gammon Lake Resources Inc.”, and consolidated its common shares ona 15:1

basis.

The following diagram depicts the organizational
percentage of voting securities owned in each subsi

‘}structure of Gammon Lake and its significant subsidiaries, the

diary, and the location of the material properties in the structure.

Gammon Lake Resources Inc.
(Quebec)
|
| 100% | 100% ] 100%
Gammon Lake Resources Gammon Ilake (USA) Inc."V Gammon Lake (NS) Incorporated
(Barbados) Inc. (Arizona) (Nova Scotia)
_ (Barbados) 11

| 100%

Gammon Lake de Mexico S.A. de C.V."
(Mexico)

Ocampo Gold and Silver Mine,
Chihuahua, Mexico

|

(1) Gammon Lake (USA) Inc. serves as the‘ | operating corporation for United States office administrative
matters. \
2 2% of the issued and outstanding shares ofjGammon Lake Mexico S.A. de C.V. are held by Gammon Lake

directly in accordance with Mexican corporate law requirements.

|
\
Gammon Lake is a mineral exploration and develo;Lment company engaged in the exploration for and development
of gold and silver deposits in the State of Chlhuahu? Mexico. Gammon Lake also owns approximately 23% of the
issued and outstanding common shares of Mexgold.h

Summary Description of Business
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Gammon Lake owns the Ocampo gold-silver mine and exploration property (covering approximately 10,000
hectares and an operating underground and opeb pit mine) in the Chihuahua State, Mexico (the “Ocampo
Project”). !

Seven of the concessions are held under option from subject Minera Fuerte Mayo, S.A. de C.V. (“Fuerte”) pursuant
to a joint venture agreement dated February 21, 2003 (the “Minera Fuerte Buy-Out Agreement”). Under this
agreement Gammon Lake granted to Fuerte an 8% net profits royalty up to the maximum of US$2,000,000. An
additional US$250,000 is due if, as a result of exploration of the property, a minimum mining reserve of two million
ounces of equivalent gold is obtained, as determmed by an independent third party consulting firm of intemational
repute which is mutually acceptable to the partles thereto. If Gammon Lake sells the property, the full

USS$2,000,000 becomes dues and payable at that time.

Another 17 of the concessions are held under optidn from Minerales de Soyopa, S.A. de C.V. (“Soyopa”) pursuant
to an agreement dated March 1, 2000 and amended on August 17, 2000, April 24, 2001 and November 24, 200! (as
amended, the “Soyopa Agreement”). To date all of the terms of the Soyopa Agreement has been met and only the
following terms are outstanding. Gammon Lake is|required to make an additional payment of US$7,000,000. This
payment can be made in two separate instalments with US$3,500,000 to be paid on or before November 23, 2006
and the remammg US$3,500,000 to be paxd on or before November 23, 2007 except if the property is placed into
production prior to November 23, 2006, in which case an annual advance payment of US$1,000,000 shall be made
to Soyopa which will be credited against the US$7 OOO 000 obligation and, if the property is sold to a third party, the
balance of US$7,000,000 shall be due and owing immediately The obligation to complete the payment of
US$7,000,000 is secured by a charge registered on the mining concessions. In a related arm’s length agreement
with Compania Minera Global S.A. de C.V. (“Mmera Global”) dated July 17, 2000, pursuant to which consulting
services were provided with respect to the Soyopa ‘Agreement a balance of US$1,000,000 is due to Minera Global
upon the sale of the Ocampo Project.

The concessions are for mineral rights only and Gammon Lake has secured the surface rights in the current areas of
interest. On March 20, 2002, Gammon Mexico and Soyopa entered into a surface rights lease with the Common
Land (Ejido) Commissariat covering the mining concessions of Gammon Mexico and Soyopa. This agreement
covers approximately 2,000 hectares. The agreement is for 30 years for the initial and only payment of US$20,000.
The agreement has been registered with the National Agrarian Registry.

It should be noted that some small concessions, héld by others, exist within Gammon Lake’s concession blocks.
These concessions are not in areas of significant mmerahzatlon and are not expected to materially and adversely
impact the Ocampo Project.

For additional information on the Ocampo Prolect Shareholders should refer to “Item 3: Description of Business” in
the Annual Information Form.

Recent Developments

On November 29, 2004, Kappes, Cassiday & Associates, Consulting Engineers (“KCA”) prepared a bankable
feasibility study on the Ocampo Project. The bankable feasibility study is dated November 29, 2004 and entitled
“Ocampo, Chihuahua, Underground and Surface Mlnes Mill and Heap Leach — Bankable Feas1b111ty Study” (the
“KCA Report”). The executive summary of the KCA Report is reproduced in the Annual Information Form. The
full text of the KCA Report is available on the System for Electronic Document Analysis and Retrieval (SEDAR) at
www.sedar.com. The KCA Report estimated an annual average production on the project of 170,000 ounces of gold
and 6.2 million ounces of silver, at an average cash cost of US $151.74 per gold-equivalent ounce, and an internal
rate of return of 65%.

In February 2005, Gammon Lake assembled a mine development and operations team to place the project into
production, with Kappes, Cassiday & Associates, Consulting Engineers appointed for mill and heap leach
construction and commissioning. Ground breakir{g for the construction of the open-pit mines and two surface
processing facilities began in early March 2005, with all underground and open-pit mining equipment procured.
The mill facilities for processing the underground ore are now under construction. The refinery portion of the mill
has been completed and construction of the remz‘iining mill components is proceeding as per the construction
schedule set out in the KCA Report.
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In December 2005, Gammon Lake announced the completion of an updated resource / reserve determination for the
Ocame property which was prepared by MinFec, Inc. (“Mintec”) of Tucson, Arizona. Based on revised
mineralized ore zones/veins using the additional information from new drilling and trenching by Gammon Lake, the
revised estimate calculated proven and probable teserves of 4,190,000 ounces of gold equivalent, measured and
indicated resources of 5,097,000 ounces of gold f%equivalent, as well as an-additional 5,687,000 ounces of gold
equivalent in the inferred category. This represents an 86% increase in proven and probable reserves and a 68%
increase in measured and indicated resources from those developed for the KCA Report.  Mintec prepared a written
report entitled “Gammon Lake Resources Inc. Ocd‘mpo Deposit Mineral Resources & Reserves Technical Report -
January 2006” (the “Mintec Report”). A summary of the Mintec Report is reproduced in the Annual Information
Form. The full text of the Mintec Report is available on the System for Electronic Document Analysis and Retrieval
(SEDAR) at www.sedar.com. The following tables summarize the mineral resource and reserve calculations of the
Mintec Report.

Total Ocampo Mineral Resources
Gold .
Silver' Gold Gold Equivalent
ivalent T i
Project Area Gold (gpt) ) | Equivalen ‘'onnes Ounces Silver Ounces Ounces
‘ (gpv)
Northeast Area Measures 5.47 242 9.50 1,529,000 269,000 11,911,000 468,000
Open Pit Area Measured 0.79 36 1.39 38,330,000 974,000 44,369,000 1,713,000
Total Measured 0.97 44 1.70 39,859,000 1,243,000 56,280,000 2,181,000
0
Northeast Area Indicated 4.10 197 740 3,389,000 447,000 21,438,000 802,000
Open Pit Area Indicated 0.91 43 | 1.62 40,532,000 1,186,000 55,650,000 2,114,000
Total Indicated 1.16 55 | 2.10 43,921,000 1,633,000 77,088,000 2,916,000
Total Measured and Indicated 1.07 50 | 1.90 83,780,000 2,876,000 133,368,000 5,097,000
Northeast Area Inferred 4.26 234 1 7.90 13,556,000 1,870.000 99,820,000 3,573,000
Open Pit Area Inferred 2.13 122 | 3.81 15,769,908 1,080,000 62,065,000 2,114,000
Total Inferred 3.13 172 ) 6.00 29,325,908 2,950,000 161,885,000 5,687,000

The above was calculated using gold-equivalent cut-off grades of 3.0 g/t for Northeast underground and 0.2 g/t for
open-pit area. Gold-equivalent values are based onl 60 grams of silver = 1 gram of gold, calculated on a gold price
of US $450 and a silver price of US $7.50. Note also that the numbers in the table may not tally perfectly due to
rounding.

Pioven and Probable Reserves at the Open Pit Area
I . Gold Silver eAu
Gold  {gptf Silver (‘gpt) edu  {gpt onnes ounces QOunces Ounces
it
Proven Reserves !
Low.-Grade Open Pit 024 gl 04 14,375,000 149,060 5232080 236400
High-Gradse Open Pit 173 33 31 13775008 766000 | 36673008 | 1372000
Probahle Reserves !
Low-Grade Open Pit $22 g | 04 10 198 008 72900 2.755 600 116,000
High - Grade Opan Pit 173 33 i 24 14 285 0G0 AO0000 | 370030001 1417000
Jotal Proven and Prohahle i 0.96 | 450 1 1.7 | 57729000 | 1.788,000 | 81.753.008 | 3,151,000
:
Waste Material is 182,477,000 tonnes at a Suip Ratio of 3161 1




Northeast Project Proven & Probable Reserves |
Gold Gold
Gold Silver | | Equivalent Tonnes Gold Silver Equivalent
{git) {gy (gt Qunces Qunces Cunces
Proven Reserves
Yortheast Underground ! 4700220 T 84 T 1580000 247 000l (1052800 421000
Probabie Reserves i
Nartheast Underground ! E £0 1 23830001 328 000 | 16,778 000 | £16.000
|
Total Northeast Underground 4.5 218 !j 8.2 3,954,000 573,000 27.830,000]  1.037.000

On February 1, 2006, Gammon Lake poured its first doré bars from the Ocampo Project. In the first year of
production the Ocampo open pit mine is expected to produce 136,735 ounces of gold and 3,979,826 ounces of
silver, equating to 203,065 gold equivalent ounces; Total first year commercial production at Ocampo, including
from underground operations is expected to exceed 300,000 gold-equivalent ounces (190,000 ounces of gold and
6.6-million ounces of silver). Exploration and development work is ongoing to expand known mineral resources and
identify new mineral resources.

In February 2006 Gammon Lake announced it had that it had been awarded, through government lottery, an
additional 6,000-hectares surrounding the Ocampo property. The consolidation of this new mineral concession with
Gammon Lake’s existing land holdings (42 concessions covering approximately 3,500 hectares) has resulted in
Gammon Lake holding 100% control of approximately 10,000 hectares.

As of May 7, 2006, Gammon Lake had placed 587,534 tonnes of ore on the heap leach pad, averaging 1.24 grams
per tonneé of gold and 47.19 grams per tonne of silver. Using recovery rates established in the feasibility study of
87% for gold and 72% for silver, this would equate to 23,365 ounces of gold and 891,364 ounces of silver,
recoverable, minus recoveries to date. Using recent metal prices of US$682 per ounce of gold and US$12.43 per
ounce of silver, recoverable ore on the heap leach is valued at approximately US$27 million. Gammon Lake is
ramping up production and is currently stacking between 10,000 and 12,000 tpd on the heap leach pad.

During May 2006, the Ocampo heap leach produced 7,729 gold equivalent ounces (5,737 ounces of gold and
101,605 ounces of silver), based on actual gold and silver prices realized upon sale. During the month of May,
Gammon Lake mined an average 14,829 tonnes oflore per day and is currently stacking approximately 10,000 to
12,000 tonnes of ore per day on the heap leach pad. Metallurglcal test work indicates that the heap leach has a 120-
day recovery cycle on ore stacked and placed under rleach 1t is expected that production will continue to accelerate
over the coming months, with the heap leach reachmg full commercial production during the month of September,
2006. Gammon Lake estimates full productlon frorrl the heap leach at an average of 136,735 ounces of gold and
3,979,826 ounces of silver per year using 13,000 tqnnes per day of ore stacked on the heap leach. Total first year
commercial production at Ocampo, including underground operations is expected to exceed 190,000 ounces of gold
and 6.6-million ounces of silver. Construction of the Ocampo 1,500 tonne per day mill is on schedule for first ore
processing during the month of July, 2006.

On October 14, 2005, Gammon Lake secured a credit facility with Scotia Capital Inc. The facility is secured and
consists of a two-year revolving facility of US$40, 000 000, and a three year revolving facility of US$20,000,000.
Interest is payable at Prime Rate plus 1.25% or in the case of US dollar advances, LIBOR + 2.25%. See Note 6 to
Gammon Lake’s audited annual financial statements for the five months ended December 31, 2005. In order to
preserve Gammon Lake’s corporate budget for production start-up at the Ocampo Mine and fund the Mexgold
warrant exercise, this credit facility was increased tolUS$67.5 million during the first quarter of 2006. On May 19,
2006, Gammon Lake signed a definitive agreement with Scotia Capital and Société Générale for an additional
US$40,000,000 increase to the credit facility. The u”mreased facility bears interest at the same interest rates as the
original facility. Proceeds from this facility will be applied to remaining costs related to the project including
completion of the mill facilities, working capital | costs, corporate development and exploration programs. As
disclosed in the unaudited interim consolidated financial statements and MD&A for the three months ended March
31, 2006, certain of the covenants and repayment te‘rms were renegotiated in Gammon Lake’s favour to allow for
robust cash flow from operations for future corporate development and exploration activities. Under the restructured
repayment schedule, payments of US$8,750,000 arer due on a quarterly basis with the first payment scheduled for

December 31, 2006.
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!
During 2005, Gammon Lake changed its year endilfrom July 31 to December 31. For more details, Shareholders
should refer to the MD&A to the audited financial statements for the five months ended December 31, 2005.

On May 11, 2006, Gregory K. Liller resigned from the Board of Directors and from the office of Vice-President,
Exploration. Except for the resignation of Mr. Lf]ler the directors and officers of Gammon Lake are as set out
under “Section II - Business of the Meeting - Electlon of Directors”, “Officers of the Corporation” under “Section
II - Executive Compensation and Other Informatlon Officers”, and “Section IV - Corporate Governance” in the
Gammon Management Circular.

At the annual and special meeting of shareholders of Gammon Lake held on May 10, 2006, the disinterested
shareholders of Gammon Lake approved increasing' the maximum number of common shares reserved for grants of
options under Gammon Lake’s stock option plan fo”r directors, officers, employees and consultants from 19,500,000
to 22,500,000 Gammon Lake Common Shares. The disinterested shareholders also approved the grant of a total of
2,445,000 options to directors, officers, employees‘ and consultants of Gammon Lake that were made before the

above-mentioned amendment to the stock option plén

Pro Forma Consolidated Capitalization

Based on the Pro Forma Financial Statements, the pro forma consolidated capitalization of Gammon Lake following the

Arrangement is anticipated to be as follows:

Capital Amount 1 Outstanding as at March 2‘38;“:;:2;“;32;1?:;?; 3tll1,e
Authorized 31, 2006 ’
i Arigement
Long-Term Debt ' $39,007,240° $42,625,879"°
‘ b
Shareholders’ Equity: j
Class A Preferred Shares Unlimited! - -
Class B Preferred Shares Unlimited| - -
Common Shares Unlimited| $233,080,123 $541,138,878"
{(Number of Common Shares) ; (79,130,724) (100,917,057)
Contributed Surplus i 816,514,639 $73,714,689
Deficit ) (549,988,019) ($49,988,019)
Total Shareholders’ Equity ) $199,606,743 $564,865,548
) See note 6 to Gammon Lake’s financial statements for the three months ended March 31, 2006 for a

description of Gammon Lake’s loan and capltal lease obligations.

2) Based on the pro forma balance sheet as at March 31, 2006.

3) After March 31, 2006, Gammon Lake increased its credit facility with Scotia Capital and Société Générale,
by US$40 million. Between March 31, 2006 and June 28, 2006, Gammon Lake has drawn down an
additional $20,000,000 under the increased eredit facility.

@) Excludes the Gammon Lake Common Shares that issuable upon the exercise of the Gammon Lake
Warrants and Gammon Lake Options. The number of Gammon Lake Common Shares is based on the
number of Gammon Lake Common Shares issued and outstanding as at March 31, 2006. Additional
Gammon Lake Common Shares have been issued since then, so the number of Gammon Lake Common
Shares outstanding on the completion of the ' Arrangement is expected to be 101,122,057,

\\

Selected Consolidated Financial Information of Gammon Lake

The followmg table sets out a summary of Gammon‘ iLake’s financial operations during the last two fiscal years and
the three months ended March 31, 2006. Gammon Lake’s fiscal year end used to be July 31, but in 2005 it was
changed to December 31. The five months ended December 31, 2005 constituted Gammon Lake’s “transition year”

for reporting purposes. For full information on the financial results of Gammon Lake and management’s discussion
and analysis for these periods, please refer to the audited consolidated financial statements of Gammon Lake for the
year ended July 31, 2005 and the five months endedDecember 31, 2005, and the unaudited financial statements for

the three months ended March 31, 2006, which are in‘icorporated by reference in this Circular.
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|
Year Ended Five Months Ended Three Months Ended
July 31, i 2005 December 31, 2005 March 31, 2006
(audlted) (audited) (unaudited)
Revenues'”’ - - $2,088,038
Net Income (Loss) ($191375,595) ($11,607,510) $(5,410,149)
per share L (30.29) ($0.16) $(0.07)
Total Assets $210,348,878 $258,955,515 $298,627,736
Total Long-Term Financial $8,581,300 $21,203,828 $39,007,240
Liabilities® |
Cash Dividends Declared per i - - -
Share |
) Revenues from mining operations. Interest income, gains on equity investments, and foreign exchange
gains are not included in revenue for the pu\‘frposes of this table.
2) Including capital lease obligations but excldding the current portion of long-term debt and capital leases.

For management’s discussion and analysis for the perlods presented above, and for summary consolidated financial
information for Gammon Lake’s three most recently completed fiscal years and its eight most recently completed
fiscal quarters, please refer to the MD&A filed on www.sedar.com in connection with the financial statements for
the periods presented above. ’

Description of Securities “

b

Gammon Lake’s authorized capital consists of an j i‘unhmlted number of common shares without nominal or par
value, an unlimited number of Class A preferred shares and an unlimited number of Class B preferred shares. A
total of 79,335,724 common shares are issued and outstandmg as at June 28, 2006. There are no Class A or Class B
preferred shares currently outstanding.

Each common share ranks equally with all other cornmon shares with respect to dissolution, liquidation or winding-
up of Gammon Lake and payment of dividends. The holders of common shares are entitled to one vote for each
share of record on all matters to be voted on by such holders and are entitled to receive pro rata such dividends as
may be declared by the board of directors of Gammqn Lake out of funds legally available therefor and to receive pro
rata the remaining property of Gammon Lake on dissolution. The holders of common shares have no pre-emptive or
conversion rights. The rights attaching to the common shares can only be modified by the affirmative vote of at
least two-thirds of the votes cast at a meeting of sharéholders called for that purpose.

The Class A and Class B preferred shares are non- cumulatlve non-participating, non-voting and redeemable at their
paid-in value. Dividends on the Class A and Class B preferred shares are determined by the board of directors and
are not to exceed 12% in the case of the Class A ﬂ)referred shares and 13% in the case of the Class B preferred
shares. The Class A and Class B preferred shares are entitled to preference over the Common Shares and any other
shares of Gammon Lake ranking j Jumor to the Class | \‘\A and Class B preferred shares with respect to the payment of
dividends and the distribution of assets in the event of liquidation, dissolution or winding-up of Gammon Lake. Any
amendment to the articles of Gammon Lake to vary any rights, privileges, restrictions or conditions attaching to the
Class A or Class B preferred shares must, in addition‘\i to authorization by special resolution, be authorized by at least
two-thirds of the votes cast at a meeting of holders of Class A or Class B preferred shares duly called for such

purpose, each holder being entitled to one vote for each preferred share held.

Legal Proceedings |
|
To the best of the knowledge of the directors anc‘l officers of Gammon Lake, there are no legal proceedings
involving Gammon Lake or its property as at the datq vof this Circular.
Auditors, Registrar and Transfer Agent L

i‘
The auditors of Gammon Lake are KPMG LLP, Chaqtered Accountants, Halifax, Nova Scotia.
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The Transfer Agent and Registrar of Gammon Lake is Computershare Investor Services Inc.. Computershate’s

register of transfers for the Gammon Lake Comir‘non Shares is located at 1500 University Street, Suite 700,
Montreal, Quebec, H3A 3S8. ‘

Interests of Experts

The following persons and companies have prepared or certified a statement, report or valuation relating to Gammon
Lake described in this Circular: (i) TD Securmeswlnc prepared the Valuation and Fairness Opinion; (ii) KPMG
LLP, Chartered Accountants, prepared an audit report as auditors of Gammon Lake for the five months ended
December 31, 2005; (ii) Grant Thornton, LLP, Chartered Accountants, prepared an audit report as auditors of
Gammon Lake for the fiscal year ended July 31, 2005 (iit) Kappes, Cassiday & Associates prepared a report dated
November 29, 2004, entitled “Ocampo, Chlhuahda Underground and Surface Mines Mill and Heap Leach —
Bankable Feasibility Study”; and (iv) Mintec, Inc., \prepared a report dated January 2006, entitled “Gammon Lake

Resources Inc. Ocampo Deposit Mineral Resources and Reserves Technical Report — January 2006™.

Except for Grant Thornton LLP, whose partners own less than 1% of the issued and outstanding Common Shares,
none of the above-noted persons or companies ho]Hd a registered or beneficial interest, direct or indirect, in any
securities or other property of Gammon Lake and its! a55001ates and affiliates, including Mexgold.



SCHEDULE I

INFORMATION CONCERNING MEXGOLD RESOURCES INC.
i
Documents Incorporated By Reference )
Information has been incorporated by referencei“‘ in this Circular from documents filed with the securities
commissions of British Columbia, Alberta, Ontano and New Brunswick. Copies of the documents incorporated
herein by reference are available under Mexgold' s profile at www.sedar.com and may be obtained on request
without charge from the Chief Financial Officer of Mexgold at 1601 Lower Water Street, Suite 402, Summit Place,
Halifax, Nova Scotia, B3J 2P8, Tel. no. (902) 468- 0614

The following documents filed with the relevant, Commissions by Mexgold are specifically incorporated by
reference into, and form an integral part of, this Circﬁlar:

1. Audited consolidated financial statements of Mexgold for the eight months ended December 31, 2005 and
the fiscal years ended April 30, 2004 and‘2005 together with the notes thereto and the auditor’s report
thereon and related management’s dlscu551qn & analysis (“MD&A”);

i)

2. Unaudited consolidated interim financial sjtatements of Mexgold for the three months ended March 31,
2006 and April 30, 2005 together with the notes thereto and related MD&A;

3. Material change report dated March 15, 112006 respecting the exercise of 11,250,000 common share
purchase warrants of Mexgold for total proceeds of $28,125,000 execution of the Pre-Arrangement
Agreement;

4. Material change report dated April 21, 2006 respecting the new resource and reserve calculation at the El

Cubo - Las Torres mine complex; \
\‘
5. Management Information Circular dated May 24, 2006 in respect of Mexgold’s annual and special meeting
of shareholders held on June 14, 2006 (the “Mexgold Management Information Circular”);
|
6. Material change report dated May 29, 2006 respecting the execution of the Pre-Arrangement Agreement;

7. Material change report dated June 7, 2006 prov1d1ng an updated production report from the El Cubo - Las
Torres gold-silver mine complex; and :

8. Material change report dated June 26, 2006 ﬁespecting the execution of the Arrangement Agreement.
\\

The documents incorporated or deemed to be mcorporated by reference herein contain meaningful and

material information relating to Mexgold and thf‘& Shareholders should review all information contained in

this Circular and the documents incorporated by ryeference
|

|
Any statement contained in a document incorporz‘ited or deemed to be incorporated by reference herein will

be deemed to be modified or superseded for the\\ purposes of this Circular to the extent that a statement
contained herein, or in any subsequently filed doc1‘1ment that is or is deemed to be incorporated by reference
herein, modifies or supersedes such statement. Thg modifying or superseding statement need not state that it

has modified or superseded a prior statement or iinclude any information set forth in the document or the

statement that it modifies or supersedes. The ma?(ing of a modifying or superseding statement will not be
deemed an admission for any purposes that the mpdlﬁed or superseded statement, when made, constituted a
misrepresentation, an untrue statement of a material fact or an omission to state a material fact that is
required to be stated or that is necessary to make “a statement not misleading in light of the circumstances in

which it was made. Any statement so modified “or superseded will not be deemed in its unmodified or
superseded form to constitute a part of this Clrcular

i
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i
Mexgold has not authorized any other person to provide a Securityholder with information different from
that contained in this Circular. Information on dny website maintained by or on behalf of Mexgold does not
constitute a part of this Circular. ‘

|
Corporate Structure ‘3
il

Mexgold was formed under the laws of the Province of Alberta by articles of incorporation dated April 28, 1993,
under the name, “Skymore Resources Inc.”. By frticles of continuance dated November 21, 2001, Mexgold
continued its corporate charter from the Provmce of Alberta to the Province of Ontario. By articles of amendment
dated November 20, 2001, the company changed‘ its name from “Skymore Resources Inc.” to “Seven Clans
Resources Ltd.”, and consolidated its issued and outstandmg shares on the basis of one (1) common share for every
three (3) common shares outstanding at that time. By articles of amalgamation dated April 30, 2002, the company
amalgamated with a wholly-owned subsidiary, Seven Clans Resources Ltd. to continue as, “Seven Clans Resources
Ltd.”. By articles of amendment dated May 27, 2003 the company consolidated its issued and outstanding shares on
the basis of one (1) common share for every two (2) common shares outstanding at that time. By articles of
amalgamation dated May 27, 2003, the company amalgamated with a wholly-owned subsidiary, Mexgold Resources
Inc. to continue as, “Mexgold Resources Inc.” ﬂ

The Common Shares are listed for trading on the “TSXV under the trading symbol, “MGR”. The principal and
registered office of Mexgold is currently located at Suite 306, Cambridge 2, 202 Brownlow Avenue, Dartmouth,

Nova Scotia, B3B 1T5 and will be changed to 1601 Lower Water Street, Smte 402, Summit Place, Halifax, Nova
Scotia, B3J 2P8 in the first week of July 2006. :

The following diagram depicts the organizationa}l structure of Mexgold and its significant subsidiaries, the
percentage of voting securities owned by Mexgold in each subsidiary, and the location of the material properties in

the structure. i

Mexgold Resources Inc.

. (Ontario)
| 100% | 100%
Compania Minera del Cubo, S.A. de C. V Metales Interamericanos S.A. de C.V.
(Mexico) ‘ (Mexico)

El Cubo Gold and Silver Mine i
Guanajuato, Mexico ‘\l

Lease of Las Torres Gold and Silver Mine,
Guanajuato, Mexico ‘

Guadalupe y Calvo Exploration Property,‘
Guanajuato, Mexico

General Development of the Business

On May 23, 2003, Mexgold’s predecessor Seven Clans Resources Ltd. acquired all of the issued and outstanding
shares of Mexgold Resources Inc., a private Ontario company that owned all of the issued and outstanding shares of
Metales Interamericanos, S.A. de C.V. (“Metales?). Metales in turn was the owner of five concessions in
Chihuahua State, Mexico, comprising the Guadalupe y Calvo gold-silver exploration property. The transaction
constituted a reverse take-over of Seven Clans Resolirces Ltd. by Mexgold Resources Inc. Immediately following
the acquisition, Seven Clans Resources Ltd. and Mexgold Resources Inc. amalgamated to form Mexgold.

On September 18, 2003, the Common Shares began tfading on the TSXV under the symbol “MGR”.

\l
On February 27, 2004, Mexgold completed a private placement of 22,500,000 subscription receipts (the
“Subscription Receipts™) for gross proceeds of $45/000,000. The private placement was carried out to finance the
acquisition of Compania Minera del Cubo, S.A. de C V. (“El Cubo”) which owns the El Cubo gold-silver mine
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located in Guanajuato State, Mexico. Each Subscription Recelpt represented the right to receive one Unit upon
completion of the acquisition of the El Cubo golh silver mine. Each Unit consisted of one common share of
Mexgold and one-half of one common share purchas‘e warrant. Each whole common share purchase warrant entitled
the holder to acquire one Common Share at a price of $2.50 per share until February 26, 2006. On March 5, 2004,
Metales completed the acquisition of 100% of the issued and outstanding shares of El Cubo for a purchase price of
US$13,571,500. Upon the completion of the El Cubo acquisition, all of the Subscription Receipts were
automatically exercised for Common Shares and c?mmon share purchase warrants. Between March 5, 2004 and
March 15, 2006, all of the foregoing warrants were exercised to acquire 11,250,000 Common Shares for total

proceeds of $28,125,000.

In 2004, the ownership of Mexgold’s subsidiaries was subsequently reorganized so that both Metales and El Cubo
are now owned directly by Mexgold.

In September 2004, Metales entered into a mining 1e;;ase agreement with Compania Minera Las Torres, S.A. de C.V.
(“Torres”). Pursuant to the agreement, Metales acquired the right to explore, develop and mine the Las Torres gold-
silver property located in Guanajuato State, Mexico,| year period, subject to renewal for a further five year
period. The annual lease payments equal US$720,000 per year. Mexgold has provided a letter of credit in the
amount of USS$1 million in favour of the fulfilment of the terms and conditions as set forth in the mining lease
agreement. In addition, Metales is required to pay a[3.5% net smelter return royalty on all gold and silver sales at a
price equal to or above US$350 per gold ounce and US$5.50 per silver ounce, with a minimum monthly royalty of
USS$20,000. Mexgold paid the first year payment }m advance in the amount of US$240,000. The royalty will
gradually decrease to a 3.0% net smelter return for sales of gold and silver at a price at or below US$300 per gold
ounce and USS$S per silver ounce. The Las Torres property commenced production during the November 2005.

The Las Torres lease was subsequently transferred to El Cubo, as were the concessions making up the Guadalupe y
Calvo property. All of Mexgold’s Mexican propertieis are now held through El Cubo.

During 2005, Mexgold changed its fiscal year-end|from April 30 to December 31 to make Mexgold’s reporting
period consistent with that of other precious metal producing issuers. For more details, Shareholders should refer to
the MD&A to the audited financial statements for th? eight months ended December 31, 2005.

The following table summarizes the monthly production from the El Cubo mine for the first quarter of 2006.

Month Gold Ounces Produced Silver Ounces Produced
January 2006 i 3,382 177,515
February 2006 3,259 153,463
March 2006 14,002 165,805

!
During May 2006, Mexgold produced 3,571 ounces of gold and 128,675 ounces of silver from the EIl Cubo — Las
Torres mine complex. |

On April 21, 2006, Mexgold announced the results of a resource and reserve estimation for mineral deposits
contained w1th1n the El Cubo and Las Torres PrOJect Areas. The calculation completed by Mexgold and audited by
Glenn R. Clark and Associates and Glenn R. Clark, P Eng, a qualified person under NI 43-101, estimated the proven
and probable reserves to be 4.65-million tonnes gradmg 3.24 grams per tonne gold and 183 grams per tonne silver,
containing 484,234 ounces of gold and 27,347,755 ounces of silver (949,958 gold equivalent ounces). This equates
to a mine life of 10 years based on a production rate of 1,320 tpd (467,280 tonnes per year). Total measured and
indicated resources have been estimated at 5.37- m1111on tonnes grading 4.01 grams per tonne gold and 187 grams per
tonne silver, containing 692,833 ounces of gold and 32 234,137 ounces of silver (1,241,770 gold equlvalent ounces)
An additional 7.53-million tonnes, grading 3.51 grams per tonne gold and 172 grams per tonne silver remains in the
inferred category, and contains 849,272 ounces of gold and 41,703,051 ounces of silver (1,559,462 gold equivalent
ounces).

On April 21, 2006, Mexgold announced the resultjs of eight new exploration drill holes from Mexgold’s 100%
owned Guadalupe y Calvo Gold-Silver Project, locdted in Chihuahua, Mexico. Exploration work at this property
has previously returned positive results, and these elght new holes returned 10 intercepts above a 3.0 gram per tonne
cut off grade.
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Description of the Business
Mexgold is in the business of gold and silver mining,?, including exploration, development, extraction and processing.
Mexgold has the following three mining properties and is currently focused on operating and developing them.

l. The EI Cubo gold-silver mine in Guanajua “o State, Mexico: Through El Cubo, Mexgold holds a 100%
interest in the El Cubo mine, consisting of 58 exploitation and exploration concessions that cover approximately
8,000 hectares. The El Cubo mine operates asja multi-level underground mine with access ramps for mobile
equipment and two vertical shafts for the hmstmg of ore. Mexgold has been producing gold and silver from the
El Cubo mine since Mexgold acquired the mme in March 2004. In addition, Mexgold is conducting exploration
activities in the area around the E1 Cubo mine in order to increase potential resources within the current El Cubo
mine and to expand the resource base in areas o Jtsxde of the current mine area. Mexgold’s near term objective is
to increase annual mine production from the El Cubo mine to at least 100,000 gold equivalent ounces, at a cash
cost of less than US$200 per ounce.

2. The Las Torres gold-silver mine in Guanajl‘iato State, Mexico: Pursuant to a lease agreement between El
Cubo and Torres, Mexgold operates the Las Torres mine complex. The Las Torres mine complex is
immediately adjacent to the El Cubo Mine,i\‘ and consists of 50 exploitation concessions encompassing
approximately 6,400 hectares, a mill complex ( (Currently inactive) and four working mines: Cedros, Peregrina,
Apolo and Sirena. Mexgold has been producmg gold and silver from the Peregrina mine since October 2005.

Production from the Las Torres mine complex 1 IS reported with production from the El Cubo mine.

3. The Guadalupe y Calvo gold-silver exploratib‘n project in Chihuahua, Mexico: Through El Cubo, Mexgold
holds a 100% interest in this project, consisting of four concessions totalling approximately 436 hectares.
Mexgold has launched a 30,000 metre exploration drilling program at the project, focused on upgrading and
expanding the property’s resources.

Mineral Properties
El Cubo and Las Torres Gold-Silver Mines

The following description of the El Cubo and Las Torres properties is summarized in part from a report dated May
31, 2006, prepared for Mexgold by Glenn R. Clark,|P. Eng of Glenn R. Clark & Associates Limited and Leonard
R. Kilpatrick, P.Eng. of L.R. Kilpatrick Associates Inc in accordance with NI 43-101 (the “GCA-LRK Report”).
Both Messrs. Clark and Kilpatrick are qualified persons under NI 43-101 and independent of Mexgold and Gammon
Lake. The full text of the GCA-LRK Report is avallable under Mexgold’s profile on the SEDAR at www.sedar.com.

The El Cubo and Las Torres mines are described toggher because they are adjacent to each other.
Property Description and Location

The El Cubo mine is located at the village of El Cubo in central Mexico. El Cubo is approximately 10 km east of
the City of Guanajuato. Guanajuato is the capital \CIty of the State of Guanajuato. The city of Guanajuato is
approximately 275 km northwest of Mexico City.

El Cubo holds a 100% interest in 58 exploitation angl exploration concessions that cover 8,086.99 hectares. The 35
concessions shown in the table below are free of any liens or encumbrances, except as set out below. All of the

. o . I
concessions are exploitation concessions except as se‘t out below.
i

Name of Concession C“bncession Expiration Date Surface Area
Number (hectares)
“Entre el Varal” 1214132 Aug. 9, 2051 3.8977
“La Asuncion” 214133 Aug. 9, 2051 10.0000
“Violeta” 214134 Aug. 9, 2051 75.6694
“Maria Fracc NE” 214135 Aug. 9, 2051 146.1390
“Violeta” 214136 Aug. 9, 2051 45.6837
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“Unificacion Villapando Sur

206360

“La Liberia” 1214422 Sep. 5, 2051 67.8210
“Siglo XX” 1214423 Sep. 5, 2051 43,7628
“Virjan” 1214424 Sep. 5, 2051 49.0000
“Las Animas II” 1214425 Sep. 5, 2051 79.5086
“San Antonio de los Tiros” 1217998 Sep. 29, 2052 25.6113
“Paco” 1217999 Sep. 29, 2052 188.2252
“Luisa Evelia” 1157855 Nov. 29, 2022 22.2241
“Ntra. Sra. de los Dolores El Tajo” R.F. 306 Sep. 8, 2011 7.2264
“El Durazno” 164988 Aug. 12,2029 60.0000
“Santa Rosa” 157913 Dec. 6, 2022 20.5064
“La Fragua” 1165653 Nov. 18, 2029 42.0000
“Ampl. De San Joaquin y Demasias” i 4334 Sep. 8, 2011 7.7252
“San Joaquin el Fuere y Demasias” R.F. 307 Sep. 8, 2011 12.5700
“Demasias de San Joaquin” 1925 Sep. 8, 2011 1.7717
“Canta Ranas” .210492 Oct. 7, 2049 98.5468
“La Providencia” 1211859 July 27, 2050 256.7454
“Unificacion Villalpando Norte” " 211996 March 1, 2011 374.4603
“El Edén” 212009 Aug. 17, 2050 1675.7707
“San Patricio” 212168 Sep. 21, 2050 3.4634
“Dalia” 210951 Feb. 28, 2006 129.0207
““Gracias a Dios” " 212534 Oct. 30, 2006 357.7608
“La Sauceda” 213305 April 4, 2007 748.0000
“La Palma” ™ 213435 May 10, 2007 327.7095
“Marisela” 1213751 June 14, 2007 135.9622
“La Palomas” "’ 1214260 Sep. 5, 2007 257.0432
“Guanajuato Nuevo” "’ 1214283 Sep. 5, 2007 60.0000
“Siglo XXI1”™ 1214614 Oct. 1, 2007 47.1809
“Los Pingiiicos” " 1214742 Nov. 21, 2007 985.1100
“Olga Margarita”"* 215175 Feb. 7, 2008 416.8909
“Janet” 215176 Feb. 7, 2008 96.0000
“Don Guillermo” 1215926 April 1, 2008 9.0808
“Huematzin” "’ 171591 Nov. 11,2032 37.5000
“Socavon de los Alisos™ " 182003 April 7, 2038 66.3687
“Santa Fe del Monte” " 154139 Jan. 25, 2021 15.3541
“El Cuarteto” 1182005 April 7, 2038 26.0910
“Ampliacién de Pasadena” " 1182006 April 7, 2038 3.3399
San Juan de Tacuitapa” 182004 April 7, 2038 24.0000
“Albertina o La Merced” ** 1182007 April 7, 2038 5.9316
“Pimera Ampl De Albertina o la Merced” ™’ 1161513 April 24, 2025 8.8652
“El Chupiro” ™ 171840 June 14, 2033 13.3873
“El Cabrestante” 1165792 Dec. 10, 2029 9.0000
“La China” ® 1165797 Dec. 10, 2029 48.5754
“Minas Viejas” " 165794 Dec. 10, 2029 16.0000
“San Juan” ) 165791 Dec. 10, 2029 37.3586
“Ampl de Cabrestante” '165795 Dec. 10, 2029 89.0000
“Nueva Luz del Naya]”"? 165796 Dec. 10, 2029 55.0000
“San Cayetano Animas y Prov.”"’ 181236 Sep. 10, 2037 30.9920
“Duranzo Prisco” ) 165109 Aug. 22,2029 43,7524
“La Libertad”"”’ 165168 Sep. 11, 2029 48.1000
“Edelmira 11"~ 165245 Sep. 13, 2029 135.2726
“La Soledad” ™ 165669 Nov. 27, 2029 65.0000
“Ampl de la Fragua” "’ 1164851 July 7, 2029 130.8850

> ) Oct. 20, 2011 289.1301

Total Hectares

8,086,9920




-1-6-

0)) The concession, “Unification Villalpando [Norte” (211996), is subject to a right of way agreement with
Torres (Las Torres is now under lease by Mexgold)

2 These 12 concessions are exploration concessnons

3) These 22 concessions are subject to a voluntary first priority mortgage which secures a US$7,000,000 loan

made to El Cubo by the Mexican Mining DFvelopment Trust.

In addition, El Cubo leases from Torres the Las Torfes mine complex that is adjacent to the El Cubo mine. The Las
Torres property consists of 50 exp101tat10n conc;ssmns covering 6,399.12 hectares. All of the Las Torres
concessions are exploitation concessions. The Las Torres concessions surround the main operation portions of the
El Cubo property and the Peregrina Mine portion of the Las Torres property covers the extensions of the mineral
trend that is being mined at El Cubo. ‘

Name of Mine and Concession Concession Expiration Surface Area
“‘Number Date (hectares)

h

APOLO |
APOLO V 1203005 April 17, 2046 585.0664
APOLO IV 1203006 April 17, 2046 809.2176
APOLO VII 1203077 April 17, 2046 724.9594
APOLOIII 1203008 April 17, 2046 233.8254

PEREGRINA |
PEREGRINA 180288 Mar. 23, 2037 323.5419
LA SEXTA 1186429 Mar. 29, 2040 52.1038
SAN CARLOS 1194281 Dec. 18, 2041 154.2048
APOLOQO XIII 1215265 Feb. 13, 2052 43.5238
EL NAYAL 1215266 Feb. 13, 2052 67.0292
MARISA ,215272 Feb. 13, 2052 49.5707
APQLO VII-B 1218427 Nov. 4, 2052 24349
APOLO VII-A 218436 Nov. 4, 2052 30.8877
MESA PAREDES FRACC. II 1220316 July 10, 2053 1.2435
MESA PAREDES FRACC. 1 1220417 July 24, 2053 285.1345
MES PAREDES 1220769 Sept. 29, 2053 398.5968
VIOLETITA 1220770 Sept. 29, 2053 2.0000

SIRENA !

SAN RICARDO 147575 April 28, 2017 50.000

EL GATO 1169129 Oct. 1, 2031 1.6080
DULCE 1169130 Oct. 1, 2031 11.1045
EL CORONEL 1172736 June 27, 2034 55.2314
SIRENA 1180285 Mar. 23, 2037 327.6590
TARA 186252 Mar. 26, 2040 10.3645
LA SORPRESA 1187499 July 4, 2040 32.0052
KARLA 187908 Nov. 21, 2040 30.7600
LOS TIGRES 1189683 Dec. 4, 2040 23.6812
EL HALLAZGO 189869 Dec. 5, 2040 54.0000
ESTRELLA FRANCE No. 2 190206 Dec. 5, 2040 1.0216
MARCELA 191090 April 28, 2041 120.0000
EL MECO 2 191774 Dec. 18, 2041 54.6333
UNIFICACION LAS TORRES 196528 Sept. 22, 2011 480.4178
APOLO 200721 Sept. 25, 2044 141.0500
APOLOII 200722 Sept. 25, 2044 149.1621
SAN RAUL 210797 Nov. 25, 2049 300.0183
EL SULFATO 211429 May 22, 2050 9.0000
LA BAILARINA 211790 July 27, 2050 17.9653
APOLO 1 211988 Aug. 17, 2050 129.4830

EL CEDRO




CANALES | 168977 Aug. 30, 2031 21.0552
BELENA 1191778 Dec. 18, 2041 30.2609
EL SANTO NINO 1198142 Nov. 4, 2031 19.6008
EL CEDRO 1198170 Aug. 30, 2031 83.8543
CONSTANCIA 198171 Aug. 30, 2031 43.0930
PURISIMA "198172 Aug. 30,2031 37.2510
SANTANDER 1198198 July 29, 2042 59522
BELENA NO. 2 1 198338 Nowv. 18, 2043 1.7847
EL TRIUNFO 1202861 April 1, 2046 93.7142
EL POPULO 1202862 April 1, 2046 224139
GLORIA 1202863 April 1, 2046 24,4354
LA CASUALIDAD 1202864 April 1, 2046 11.2472
SAN VICENTE 1202865 April 1, 2046 10.0000
REFORMA 1203905 Nov. 4, 2046 231.9508

| Total Hectares 6399.1192

Pursuant to the lease agreement with Torres, Mexgold has the right to explore, develop and mine the Las Torres
property for a period of 5 years expiring in September 2009, with the right to renew for a further five year period.
Annual lease payments total US$480,000 in the first year, and US$720,000 each year thereafter. In addition,
Mexgold is required to pay a 3.5% net smelter return on all gold and silver sales equal to or above US$350 per
ounce of gold, $5.50 per ounce silver, with a mlmr%um monthly royalty of US$20,000. The royalty declines on a
sliding scale to a 3.0% net smelter return for sales of gold and silver at or below US$300 per ounce gold and
US$5.00 per ounce of silver. !

\
The Las Torres lease agreement also includes use of the Las Torres mill complex. This plant is a modern 2,200 tpd
hoisting, grinding and flotation processing facility. Thxs plant has an estimated replacement cost of US$17 million.
The plant is currently not in use, but as Mexgold plans to increase the production at the combined operation, the
availability of this plant represents a potentially sigdiﬁcant capital savings. Las Torres milling and processing costs
are estimated to be USS$8.00 per tonne. The avaxlablhty of this plant represents a potentially sxgmﬁcant capital
saving if continued exploration identifies sufﬁc1ent additional mineral resources to warrant expansion and the
operating of this facility. jj

:
All concessions are subject to an annual minimum investment and an annual mining tax that must be paid to keep
the concessions in good standing. The amount of the minimum investment or assessment work varies based on the
size, age and type of the concession, and changes ee}ch year with the Department of Mines publishing a new list at
the begmnmg of the year, and it varies with the consumer price index. The rate of the mining duty depends on the
concession type and the age of the concession. The rate changes each semester with the Department of Mines
publishing the new rates in January and July. The mmmg duty is due in both January and July. The following table
sets out the total minimum investment and assessmént work and the mining duty required annually to keep the El
Cubo and Las Torres concessions in good standing. }‘

Concessions Minimum Investment / Assessment Mining Duty
Work |

El Cubo exploration concessions | US$62,400 !

(3,570 hectares) ‘i US$23,400

El Cubo exploitation concessions | US$162,400

(4,517 hectares) i

Las Torres leased exploitation US$147,700 | $36,600

concessions (6,399 hectares) !

Mexgold will be able to satisfy the minimum investment and assessment work requirements based on its current

work programs and the past work.

The concessions are for mineral rights only. El Cub(jﬁ) and Torres have secured the surface rights in the current areas

of interest.
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In order to engage in exploration and commercial ‘mining activity, an environmental permit is required. Mexgold
- currently has all necessary environmental perrmtswfor exploration and for commercial mining activity on these

concessions.
Accessibility, Climate, Local Resources, Infrastructure and Physiography

El Cubo is approximately 10 km east of the City of Guanajuato, the capital city of the State of Guanajuato.
Guanajuato City is approximately 275 km northwest of Mexico City. The area is accessible by daily plane service
to the Leon airport, directly from the USA and many: parts of Mexico. Leon is 45 km west of Guanajuato.

The Village of El Cubo surrounds the El Cubo miné offices and the level 4 adit. This village supplies some of the
work force, however the majority of the workers come from Guanajuato and other surrounding villages. The El
Cubo Mine is connected to the national electrical grid. Mining has been the major industry in the area. An adequate

workforce that is familiar with mining, and the nece§§ary support facilities, are present in the region.

The Guanajuato District is near the southern edge'of the Mexican Central Plateau. South-eastern outliers of the
Sierra Madre Occidental physiographic province cover the district. The offices at the mine are at an elevation of
2265 m and the mine ranges in elevation from 2647 m at the upper most level, level 180, to 1905 m at the lowest
level (14th) in the El Cubo mine. The adjacent Las Torres mine is developed deeper to an elevation of
approximately 1600 m. The original processing plahts were built in a steep sided canyon up the valley from the
town. The most recent mill was built on a hill side away from the town and closer to the upper levels and the San
Lorenzo shaft.

The cold winters and mild summers are typical of t;lﬁe temperate climate in the area. The area is mainly devoid of
trees, however, in the valleys and where reforestation has taken place, there are stands of trees. The Encino tree that
is found in the area is protected. Some cattle graziné is carried out in the area over the scrub land. Sections of more
arable land have been deforested to support small plots for growing crops. Any farming activities would have to be
considered subsistence. Although there is a reasonable amount of rainfall each year there are no large bodies of
water or large rivers nearby. The required water is supplled from the mine and the recycled water from the tailings

impoundment facilities.
History

Silver and gold have been mined in the Guanajuatd area for approximately 450 years. The El Cubo property has
been active since the 17th century. The total prod{lction from the Guanajuato District is estimated at 6 million
ounces of gold and 1.2 billion ounces of silver. Thé El Cubo mine and the adjacent Peregrina mine account for a
large part of the gold that has been mined in the District.

In 1995 production was expanded from 350 to 800 tpd and then further increased to 1400 tpd in 2001. The expanded
throughput of the mills saw a decrease in ore grade}}after each expansion. The decrease in ore grade was probably
due to insufficient working places to supply the increased tonnage to the mills and the tonnage shortfall was made
up using low grade material from old stope fill. As there was a tonnage shortage there probably was less emphasis
on grade control, giving increased tonnages mined but at a lower grade.

El Cubo was purchased by Mexgold Resources Inc. m March 2004,
The Las Torres mine and mill complex owned by Torres was leased by Metales in October 2004. The lease is now

held by El Cubo. This property has been in productidh for many years, especially the adjacent Peregrina mine.

Geological Setting and Mineralization

1
The eastern part of the Guanajuato Mining District where El Cubo is located is underlain by a volcano-sedimentary
sequence of Mesozoic to Cenozoic age rocks.

]
There are three main northwest trending vein syst?ms that cut these volcano-sedimentary sequences. The veins
systems from west to east are known as La Luz, Médre and La Sierra systems. These systems are generally silver
rich with gold to silver ratios from 1:72 to 1:214. They are known along strike for 10 to 25 km. The known vertical
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extent of the economic grade mineralization is consu“iere,d to be up to 550 m, however, the mineralization at El Cubo
is known to extend more than 800 m vertically. |

The veins at El Cubo are found in all of the formations and are not rock type specific. The principal host rocks for
the ore shoots are the Guanajuato Conglomerate fo‘r: the lower ores and the Bufa Rhyolite for the upper ores. The
mineral deposits in the El Cubo area are all relatedhdlrectly to faults. The deposits occur as open-space fillings in
fracture zones or 1mpregnat10ns in the locally porous wall rocks. The veins formed in relatively open spaces are the
main targets for mining. Some weak stockworks that grade into disseminations are viable targets, especially if they

are close enough to surface and can be mined from a‘ﬁ open pit.

There are approximately 40 veins within the El Qubo mine area that are included within the mineral resource
estimations. These mineralized veins are known to dpcur from an elevation of 2650 m down to an elevation of 1730
m. In the adjacent Las Torres Mine the veins are developed down to an elevation of approximately 1600 m.

|

[
The economic mineralization at El Cubo is gold and‘i silver. During World War 2 some selenium was recovered and
sold. Base metal values are generally absent, except'for small amounts of chalcopyrite. El Cubo appears to be a low

sulphur system with abundant pyrite, but no arsenopyrite.
|

Exploration and Drilling

,
The El Cubo mine has not had a lot of exploration ini the recent past and Mexgold has raised funds recently with the
intent of increasing exploration work on the property. Diamond drilling from surface was started at the end of June
2004 and to the end of 2005 113 holes were drilled for a total drill footage of close to 31,000 m. The results of the
exploration program have been incorporated into the calculation of mineral resources and reserves under “Mineral
Resources and Mineral Reserves”, below.

Mexgold’s exploration program at the El Cubo - La§ Torres Mine Complex has been focused on two key objectives:
(a) to increase production within the current El Cubo mine, and (b) to expand the resource base in areas outside of
the current mine area. Initially, increasing mine [production was the first priority, and approximately 70% of
Mexgold’s resources were allocated to this task. As mining efficiencies have improved and production increased,
Mexgold has been able to shift emphasis to exploration within the historic Guanajuato District. This increase in
district-wide exploration has been enhanced by the ‘Las Torres property acquisition, which has provided Mexgold
access to almost the entire Guanajuato District. This has enabled Mexgold to expand the current 60,000-metre
exploration drilling program at El Cubo to a district wide exploration program. A total of 95 new drill holes were
drilled. As a result of this drilling, three significant|targets of interest have been developed outside of the main El
Cubo mine area. These include the La Loca, a northwest trending vein complex, currently being accessed from Las
Torres and scheduled for production this year; the Phoenix, a significant vein swarm southeast of the main Peregrina
mine, capable of hosting both bulk tonnage minerali‘zjation and high grade gold and silver veins; and the Veta Madre,
a potential moderate grade bulk tonnage open pit h(j‘:ap leach target. These three targets represent areas outside of
the current mine area and have been identified by positive exploration results as areas with significant potential to

. . :
increase mineable resources on the Mexgold property.
|

Sampling, Analysis and Security of Samples

The El Cubo mine has an assay laboratory associatecji with the milling complex. This laboratory assays all of the mill
samples, bullion and mine samples. The exploration samples from the drilling programs are sent to Chemex for
analysis. |

The sampling, handling and assaying methods used at E1 Cubo are consistent with good operational practice.

The El Cubo laboratory has two buildings. One bu1ld1ng is for sample preparation and one for the analy51s The
laboratory can prepare and assay 250 samp]es per day All of the gold samples are assayed by fire assaying with
gravimetric finish. Every tenth sample is run in duplicate as a quality check. Although there has been some
comparison of assays with other laboratories, there i$ not a regular and standard procedure to do this. In their report
dated April 12, 2004, which was relied upon by the authors of the GCA-LRK Report, Chlumsky, Armbrust and
Meyer, LLC examined eleven headgrade samples that were assayed both at the El Cubo and Pefioles Las Torres

Laboratories. The Pefioles results were consistentlgl 6% higher in silver and 1% higher in gold. This consistent
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relationship between the two laboratories shows gobd repeatability of the analysis. The real test of the analysis is
whether the analysis reflects the amount of gold that” is eventually recovered when the bullion is sold. It appears that
the assay results meet this test. i

|
The mine samples are taken by the Geology Department for the initial resource and reserve calculations and for
control in the mining phase. Channel samples are ¢ut perpendicular to the veins at two metre intervals along the
veins. The sample locations are marked with spray p‘z‘iint and can be relocated. The channels are cut on all vein faces,
in drifts, x-cuts, raises and stopes. They are cut in the backs of the openings except in the raises where both walls are
channelled. The channels are cut 10 cm wide and 2 ¢m deep using a hammer and chisel. The rock chips are collected
on a canvas and any fragments larger that 2.5 cm arla broken with a hammer. As these samples tend to be large, the
samples are reduced in size at the sample site to 500 900 g by quartering and care is taken to collect all of the fines
for the selected quarters. The samples are sealed in/plastic bags and sent to the company laboratory. The channels
are divided by geological divisions into a number of samples depending on the position of the vein or veins. If the
mine opening is on a single vein the ideal sampling isa sample of the wall rock on each side of the vein and one
sample of the vein. If there is more than one vein present or it is divided by waste rock, then each of the divisions
will be sampled separately. j

For exploration samples, a new core handling and storage facility is being built at the site where the core is now
being worked on. Drilling is being done both from surface and from underground. All of the core is processed at the
same location and in the same manner. The core is f)laced in trays at the drill site. E1 Cubo transports the core trays
to the central core facility. The core is washed ahd logged geologically The geologist marks the samples for
sampling. Samples are taken by sphttlng the core in half using percussion splitters. Half of the core is returned to the
trays for storage and half of the core is placed in bags for shipment to the laboratory. The samples are shipped to
Chemex in Hermosillo where they are crushed and pulverized. A 200-300 g pulp sample is sent to Chemex in
Vancouver for fire assaying. Chemex stores the reject portions of the samples in Hermosillo. Chemex runs duplicate
samples and standards to ensure that the assays are of good quality. The core facility in its current stage of
construction is not a locked secure facility, however a watchman is present when the geologists, samplers and core
handlers are not present.

The Chemex Laboratory is certified to meet the ISO 9001:2000 standards for quality assurance. This laboratory is
used for all of the exploration samples. The El Cuboilaboratory of Mexgold is not certified.

Mineral Resources and Mineral Reserves !

i
During the many years of productlon the methodsjused for calculating the resources and reserves have evolved.
Some of the mineralized veins that were prev1ously part of the resource are now exhausted and some of the
mineralization is of a different character. In addition to the vein changes, the mining method has changed over the
years.

Each year the El Cubo geology staff prepares a resource and reserve summary based on standard methods, with the
criteria that have been developed over the years. The method of estimation did not seem to satisfy the changing
needs of Mexgold and for 2006 the estimation method was modified to better reflect the grade of the ore that will be
delivered to the mill. !

All of the resource and reserve calculations previously were based only on channel sampling of the veins. Until
Mexgold acquired El Cubo, there was very little diat‘nond drilling in these veins and drill intersections were not used
in the estimations. This is still the case for many ofjthe veins in the El Cubo resource, however the results of recent
drilling were considered along with the channel samplmg in the veins that have recently been drilled.

‘\
The resource on the Las Torres property has been calculated in the same manner as the El Cubo resource.

As per the new resource / reserve calculation, proven and probable reserves amount to 4.65-million tonnes grading
3.24 grams per tonne gold and 183 grams per tonne lsjilver. Based on the reserve estimates below, it is estimated that
the project will have a mine life of 10 years based on a production rate of 1,320 tpd (467,280 tonnes per year).
Reserve figures are displayed by project area in the table below, and have been estimated in accordance with NI 43-
101 and the guidelines of the Canadian Institute of Mining, Metallurgy and Petroleum:
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Proven and Probable Reserves
Mineral Category Gold | Silver | Golg Tonnes | Gold Silver Gold
Equivalent® Equivalent
(g/t) | (g/t) (Jg/t)‘1 (000°s) | Ounces | Ounces QOunces
ElCubo; 0w o e e e e e R B
Proven 3.31 212 6.92 1,280 136,213 8,724,224 284,784
Probable 3.44 188 6.64 2,630 | 290,867 | 15,896,246 561,576
Total El Cubo Proven and | 3.40 196 6.73 3,910 | 427,081 | 24,620,470 846,360
Probable Reserves ‘
-Las Torres (Underground) ...~ oo oo e Ll L e pear
Proven 1.83 | 212  5.44 190 11,179 | 1,295,002 33,232
Probable 2.60 81 ; 3.98 550 45975 | 1,432,283 70,366
Total Las Torres Proven | 2.40 115 | 4.35 740 57,153 | 2,727,285 103,598
and Probable Reserves
Total Proven and Probable | 3.24 | 183 " 6.35 4,650 | 484,234 | 27,347,755 949,958
Reserves |
0)) Gold equivalent values are based on 58.7 grams of silver = 1 grams of gold, calculated based on a gold

price of US$505 and a silver price of US$8.60. Dilution is 50% zero grade. 95% extraction anticipated.
Proven & Probable reserves stated above are a subset of Measured & Indicated resources contained in the
next table. ;

‘The Proven reserve is the portion of the Measured resource (contained in the table above) that will be mined. The
grade has been reduced to account for dilution during mining and the tonnage has been adjusted to reflect the
allowance for mining pillars and other portions that \‘?\/il] not be mined, as well as allowing for the additional tonnage
from dilution. The Probable reserve is the portion of the Indicated resource (contained in the table above) that will
be mined. The same grade and tonnage adjustments that were made for the Proven reserve were made for the
Probable reserve. ‘

Exploration efforts at the El1 Cubo — Las Torres Mine Complex have been focused on three key targets outside of the

current El Cubo Mine area; the La Loca Vein Compl}jex, the Phoenix, and the Veta Madre. The Phoenix and the Veta
Madre represent proposed bulk tonnage projects, potentially amenable to open pit mining methods. Through the

implementation of this highly successful district wide exploration program, primarily focused on these three key
areas, total Measured and Indicated resources have }‘been estimated at 5.37-million tonnes grading 4.01 grams per
tonne gold and 187 grams per tonne silver, containing 692,833 ounces of gold and 32,234,137 ounces of silver

(1,241,770 gold equivalent ounces). Total Measure(;i and Indicated resources are summarized in the table below,
and include all resources that have been moved to Proven and Probable reserves, as described in the previous table.

As before, the estimates of resources in ounces havelbeen made in accordance with NI 43-101 and the guidelines of

the Canadian Institute of Mining, Metallurgy and Pet?i-oleum.
“

Measured & Indicated Resources

Mineral Category Gold | Silver G(‘);ld Tonnes | Gold Silver Gold

‘ Equivalent Equivalent

‘ (g/t) | (g/t) (g/t) (000°s) | Ounces | Ounces Qunces

EFCubo {0 T B T G I T ke Coev
Measured 4.96 | 318 ' 10.38 900 | 143,518 | 9,201,330 300,214
Indicated 5.16 | 283 . 9.87 1,850 | 306,904 | 16,832,133 593,550
Total El Cubo Measured and | 5.09 | 294 | 10.11 2,750 | 450,422 | 26,033,463 893,764
Indicated Resources 1
Las Torres (Underpround). i iy o for i
Measured 275 | 318 ! 8.17 134 | 11,487 | 1,369,976 35,178
Indicated 3.90 123 15,99 385 | 48,273 1,522,463 74,200
Total Las Torres Measured | 3.60 173 i 6.56 519 | 60,121 2,892,439 109,378
and Indicated Resources ;
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. Las Torres (Proposed) Phoenix Pit ..~ i, IR ST Tk P

Indicated 2.70 49 3.53 2,100 182,291 3,308,235 238,629
Total Phoenix Indicated 2.70 49 . 3.53 2,100 | 182,291 | 3,308,235 238,629
Total Measured and 4.01 187 :? 7.19 5,369 | 692,833 | 32,234,137 1,241,770
Indicated ‘

|
The cut off grade was 3 grams per tonne gold equiyalent for the Measured and Indicated resource. The Measured
resource is defined as being within 10-metres from the sampling face, whether it is a stope, drift, cross cut, raise or
drill hole. This can be in either direction from the sa%mple face within the vein. The Indicated resource is defined as
being 10-50-metres from the sampling face and within the vein. The projection is limited to half distance to the next

level or other sample area if that is less than 50- metres.

The veins are channel sampled every 2-metres along all headings, drifts, raises, cross cuts and the operating stopes.
Separate channel samples are collected for the veins é‘lnd wall rocks.

An additional 7.53-million tonnes, grading 3.51 g'rarhs per tonne gold and 172 grams per tonne silver remains in the
inferred category, and contains 849,272 ounces of gold and 41,703,051 ounces of silver (1,559,462 gold equivalent
ounces), as demonstrated in the following table: i

Inferred Resources

Mineral Category Gold | Silver | Gold | Tonnes | Gold Silver Gold
Equivalent Equivalent
g | @Y | (g (000’5) Ounces Ounces Ounces

‘Underground . " o o Do T e DL SR
El Cubo 5.12 267 9.67 4 100 674 893 35,194,605 1,274,246
Las Torres 4.24 80 5.60 333 | 45,393 856,476 59,979
Total Underground | 5.05 | 253 9.36 4,433 | 720,286 | 36,501,081 1,334,225
Inferred L

‘Proposed|Pits' " wir oy I [ S P L i
Phoenix 2.72 58 3.71 1,100 | 96,193 | 2,051,170 131,124
Veta Madre 0.51 56 1.46 2,000 | 32,793 | 3,600,800 94,114
Total Pits Inferred 1.29 57 2.26 3, 100 128 986 5, 651 ,970 225,237
Total Inferred 1351 ] 172 ] 6.44 | 7533 | 849 272 ] 41 ,703, 051 [ 1,559,462

Mining Operations

Currently all of the ore is obtained from undergroxj‘md. The El Cubo mine employs conventional drill and blast
mining methods to extract the ore. Access to the mining areas is by adits, ramps and shafts.

The ore is processed in three milling facilities. Two of the mills concentrate the gold and silver minerals by standard
flotation methods. The other mill treats the ore dlrectly with cyanide to extract the gold and silver. The recovered
gold and silver is sent to Met-Mex Pefioles, S. A. de C V. for refining and sale.

The ore zones are generally steeply dipping in the or;der of 70° and are generally narrow averaging 1.6 m wide. The
mining of the veins is by a resuing cut and fill method. The ore is accessed from a ramp and a drift is driven along
the length of the ore zone. The stope mining is started from the drift by drilling uppers into the ore zone in the back
of the drift and then blasting. The broken ore is remol\‘/ed from the stopes with scoop trams and loaded into trucks for
transportation. Depending on the location in the underground mine the ore is taken to surface for subsequent milling
via a system of ore passes, shafts and rail haulages. Ifi the ore zone is too narrow for a scoop to operate, then after the
broken ore is removed the wall rocks are drilled and‘ 'blasted with this waste rock being left in the stope as fill. The
stopes are also filled with development waste rock as well as deliberately mined waste wall rocks. When there is
sufficient fill in the stope, the vein in the back is once agam drilled and blasted and the process continues. Each time
a new back is exposed it is sampled for further control in the stopes. The resuing method should allow narrower
veins to be mined with reduced dilution. :
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As mining dilution is a big factor in the mill head grades, Mexgold is actively working to reduce the dilution to a
minimum. Overall awareness of the dilution problém is the first step in reducing dilution. The dilution is being
reduced with better control of the drilling pattern and improved blasting techniques. Steps are being taken to reduce
the waste to the mill by controlling the mucking of the ore and not allowing over mucking into the waste fill. This
mining method allows for a high extraction rate and it is estimated that approximately 95% of the ore can be

extracted. Low grade sections can be left behind as pillars.

Mexgold has instigated some change in the mining thethod at El Cubo. This change is to shrinkage stoping and it is
anticipated that where this method is applicable it sﬁould reduce the mining cost and reduce the dilution of the ore.
However, the shrinkage method is not envisaged to provide the bulk of ore for milling. The first of these shrinkage
stopes started operation about the 1st of December.!As these are the first shrinkage stopes in the current era it has
been necessary to train the miners in the stope dc‘%velopment and mining of the stopes. As they become more
experienced in the method the benefit in cost and improved grade should become apparent. In addition to the change
of method mentioned above, Mexgold is modifying the current cut and fill method to improve the mining efficiency

and lower the dilution. |

Mine production is planned to increase to the full cdpacity of the El Cubo mills in 2006. This means an increase of
25% over the mine production in 2005 to 467,280 t)y Production has been held up in the past years by the lack of
exploration and development. Mexgold has increased the emphasis on this phase of the mining and the results can be
seen in the increased production in 2005 and furtherhincreases in production during 2006 can be anticipated. The re-
opening of the Peregrina mine of Las Torres has added additional working faces and only started supplying ore at
the end of the year. ‘

The long range plan that was developed by El Cub$ has the mill processing to capacity in 2006 (467,280 t/y) and
beyond. The current proven and probable reserves ate sufficient for 10 years of production. The forecast grades for
2006 are 3.61 g Au/t and 196 g Ag/t. As the development of the mine progresses, for efficiency, it is likely that
during this 10 year period some of the inferred resources will be mined and the mining of some of the current
Proven and Probable reserves will be mined later} However the forecast head grades should be maintained or
improved upon. i

|

1
The forecast for 2005 was for the mill to process 368,300 tonnes. The mill only processed 95% of the target tonnage
as that was all that was delivered to the mill. Since the mill capacity has been increased it has been difficult for the
mine to extract as much ore as the mills could pr“pcess. The mine has sufficient resources to supply the mills,
however there has not been enough development jin the recent past to give access to the ore. The increase in
development by Mexgold has not only allowed the p:‘roduction to rise but has had a positive effect on the head grade
delivered to the mill. The head grade for 2003 was 3.02 g Aw't and 114 g Ag/t. In 2004 the head grade increased to
3.54 g Auw't and 128 g Ag/t. This is a significant increase and has been maintained with the head grade of 3.51 g Au/t
and 135 g Ag/t in 2005. With the expanded develépment and exploration at El Cubo the mine should be able to
deliver sufficient ore to the mills so that they can \‘bperate at optimum levels. Production is planned to be at full
capacity of 467,280 tonnes per year. 11

I
The ore at El Cubo is treated by conventional meaps. These are crushing and grinding followed by flotation and
cyanidation with the gold and silver recovered from‘lsolution using the Merrill-Crowe process. The ore is treated in
three milling facilities. The newest and largest of these is the 600 tpd flotation plant known as the Ing. Ricardo
Chico Villasefior mill (IRCHV). The other flotation [plant is known as the Ing. Jose Rivera Paredes mill (IJRP) and
has a capacity of 350 tpd. The third mill is the cyanidation facility. This plant has a capacity to directly treat 450 tpd
of ore by cyanidation as well as cyaniding the condentrates produced in the other two mills. All of the gold and
silver is recovered from the cyanide solutions into doj‘ré bars at the cyanidation mill.

Il
The plants were able to process all of the ore that wajé supplied from the mine. The total ore processed was only 95%
of the tonnage that was forecast for 2005. The average gold grade was 27% lower and the silver grade was 5% lower
than forecast. The overall gold recovery was slightly better than forecast with an average recovery of 91.6% versus

the forecast 90.2%. The overall silver recovery was 8:9.1%. This is slightly higher than the forecast 84.4%.

El Cubo has a contract to sell gold and silver to Me:lt-Mex Pefioles, S. A. de C. V., an arm’s length, privately held
corporation incorporated in Mexico. The contract expires on December 24, 2006. This contract requires El Cubo to
deliver on a monthly basis 50,000 silver ounces and| 1,700 gold ounces at a fixed price of US$5.37 and US$400.55



C-L14-
|

respectively, for the period from January 1, to Decenﬁber 31, 2004. Prices for sales beyond December 31, 2004 have
been set at market rates. In addition, El Cubo has agreed to deliver to Met-Mex, 100% of its annual production for
the year ended December 31, 2006 (44,700 silver ounces and 1,250,000 gold ounces). There are no penalties for not
delivering the amounts as outlined. i

The following information is based on El Cubo’s December 2005 report. The operating cost per tonne increased in
2004, however these costs were more than offset by the increased ore grade, making the cost per gold-equivalent
ounce less than in 2003. The operating costs were lower in 2005 and the cost per gold-equivalent ounce was 12%
lower than in 2004. El Cubo’s operating cost 1ncludes the current exploration and development The operating cost
in 2003 was US$41.50/t and US$318.56 per gold- equlvalent ounce. The operating cost in the 2004 was US$48.63/t
and US$314.30 US per gold-equivalent ounce. Theloperating cost in the 2005 was US$46.46/t and US$276.48 US
per gold-equivalent ounce.

As the El Cubo mine is in operation and has three operatmg mills, the capital requirements for equipment and
changes is small - US$13,350,000. The main expenditure in the mine (US$2,681,000) is the exploration drifts and
raises that are needed to extend the known mmeralization and locate new zones. This work was not carried out as
aggressively as needed by the previous operators. The largest expenditure overall, 60% of the capital budget, is for
general exploration of the El Cubo and the Las Tortes properties (US$8,000,000). This planned expenditure is for
drilling, sampling, assaying and other geological ex:i;minations. The budget includes all of the sample handling and
storage costs. Exploration of the property by the p;revious operator was not being carried out and Mexgold has
initiated a large scale program to catch up on this necessary work. The previous operators also neglected the
exploration drifting and raising.
I

Economic Analysis |
This section includes the planned production and est imated cash flow of the E1 Cubo mine based on the Proven and
Probable Reserves. The cash flow has been done on a yearly basis for the 10 year life of the mine. All of the Proven
and Possible Reserves are used in this cash flow estimate. This is in keeping with the directions in NI 43-101.

In addition, the GCA-LRK Report puts forward a longer range plan that includes the Inferred Resources that may
be mined underground and processed in the comp‘any’s mills. As well as the underground mining, there is a
conceptual plan that will mine some low grade ores from open pits and recover the gold and silver using a heap
leach method. There are some known low grade rézagas in the stopes underground. These rezagas will also be
processed on the heap leach.

It is important to remember that both of these plans are estimations as to what might happen. In particular, the long
range 20 year plan is a preliminary assessment inchiding Inferred and Indicated Resources that are considered too
speculative geologically to have economic considerat;ions applied to them and to be categorized as mineral reserves.
Due to the uncertainty that may be attached to Inferrefd Resources, there is no assurance that Inferred Resourced will
be updated to Measured and Indicated Resources 'or Proven and Probable Reserves as a result of continued
exploration and development. Mineral resources that are not mineral reserves do not have demonstrated economic
viability. The open pit is only conceptual at this stage as is the heap leach. The costs attributed to mining and
processing the ores are reasonable estimates, however further drilling is needed to confirm the tonnes and grades of
the resources in the open pits and the amount of waste that must be removed. The cost of establishing a heap leach
has been estimated, however until the proper engineefing of the site and the design of the heap leach process is done,
the project remains conceptual. There is no certainty that the 20 year plan will be realized.

It is estimated that the Proven and Probable Reserves that have been identified at El Cubo and Las Torres will be
sufficient for ten years at the full production rate of the company’s mills. At this time there are no plans to activate
the Pefioles mill that is part of the Las Torres property lease. This plan is dependent on El Cubo increasing the
mining rate as planned so that the mills can be run at capacity. This is probably the biggest risk factor in this
evaluation.

The following table summarizes the forecast results b%lsed on the Proven and Probable Reserves and the assumptions
set out in the table. For more details, Shareholders should refer to the GCA-LRK Report.
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El Cubo - Summgy;f of Forecast Results

Gold price per ounce ‘ US$505.00
Silver price per ounce ! USS$8.60
Gold-Silver Ratio \“ 58.7
Proven & Probable Reserves in gold-equivalent ounces 950,000
h
Production !
Assumed Life of Operations ! 10 years
Maximum Milling Capacity (El Cubo only; tonnes pér year) 467,280
Milling - tonnes I 4,700,000
Heap Leaching - tonnes i -
Total Tonnes Processed 4,700,000
Contained Gold Equivalent ounces 950,000
Recovered Gold Equivalent ounces'” ] 860,000
Life of Mine Average Operating Costs ‘
Per Tonne Milled ‘ Us$41.29
Per Tonne Leached ] US$0.00
Per ounce of Gold Equivalent US$223.32
Capital j
Development (Heap Leach) ‘ US$2,000,000
Sustaining : US$37,500,000
Total ‘ US$39,500,000
Total Cost of Production
Operating Costs | US$192,100,000
Royalties ) US$1,700,000
Capital ’ US$39,500,000
Total ‘ US$233,300,000
!
Total Cost on a per ounce of Gold Equivalent Basns
Operating Costs ! US$223.32
Royalties US$1.93
Capital US$45.90
Total US$271.15
Net Present Value at 0% discount ‘ US$138,800,000
Net Present Value at 7.5% discount ! US$101,800,000

) Assuming a mill recovery rate of 91.64% fof gold and 89.12% for silver.
|
The following table summarizes the economic analysis for the El Cubo mine.

El Cubo - Projected Life of Mine Cash Flow (US$)
Gross Revenue \
Gold ;‘ 224,283.077
Silver . 210,172,286

Sub-Total ‘\‘ 434,455364
Refinery Deduction Au , (1,682,123)
Refinery Deduction Ag - (3,152,584)
Refining Au $/oz L (112,964)
Refining Ag $/0z . (319,680)

Sub-Total (5 267,351)
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Less Penoles Royalty
Gold ‘ (924,865)
Silver I (733,942)
Sub-Total (1,658,807)
Net Revenue | 427,529,206
i
Operating Costs Conventional ;
Mining 1 (79,710,479)
Milling . (47,309,835)
Human Resources 1 (36,679,339)
General L (9,025,735)
Administration » (12,128,350)
Office Overheads (7,272,215)
Sub-Total (192,125,953)
Operating Margin 235,403,253
Development Capital 2,012,500
Sustaining Capital i 39,479,130
EBITDA i 195,911,622
Taxes 57,144,299
After Tax Cash Flow " 138,767,323

Guadalupe y Calvo ‘

“
The following description of the Guadalupe y Calvo properties is summarized in part from a report dated November
25, 2002, prepared for Mexgold by Clancy J. Wendt and Mark G. Stevens, C.P.G. of Pincock, Allen & Holt in
accordance with NI 43-101 (the “PAH Report™). fhe information on the exploration work done on the property
since the date of the PAH Report is summarized from the material change report filed by Mexgold on August 16,
2005. Jim McGlasson, C.P.G. and P.Geo, is the quwhﬁed person responsible for all technical data reported in that
material change report pursuant to NI 43-101. The full text of the PAH Report and the material change report of
August 16, 2005 are available under Mexgold’s proﬁ]e on SEDAR at www.sedar.com.

Property Description and Location i
The Guadalupe y Calvo gold-silver exploration prolect is an exploration project in a previously mined area adjacent
to the town of Guadalupe y Calvo in the southwest comer of the State of Chihuahua in Mexico. It is approximately

300 km southwest of the ¢ity of Chihuahua. |

The property consists of 4 contiguous concessions 'totalling 436.57 hectares. The titles are held by Mexgold’s
subsidiary, El Cubo. |

Name

Area (ha) | Concession Number Type Expiration
Guadalupe 100.00 159362 Exploitation | November 25, 2023
Ampl. De Guadalupe 28.00 211461 Exploitation May 30, 2050
Guadalupe Tres 159.84 207383 Exploration May 9, 2011
Guadalupe Tres 148.73 224430 Exploitation April 22, 2055
Total Area (ha) 436.57 '

Accessibility, Climate, Local Resources, Infrastructuré and Physiography

The necessary infrastructure and a local workforce are both available. Mining and forestry are the major industries

in the region.
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Chihuahua has a well-developed transportation nel“rwork with over 4,000 kilometres of paved highways, 7,000
kilometres of improved roads and 2,100 kilometres of railway. International airports are located in the cities of
Ciudad Juarez and Chihuahua. Access to Guadalu;”)e y Calvo from Parral, the nearest major city, is via Federal
Highway 24, a paved two-lane road, approximately 271 km to the town of Guadalupe y Calvo. The project lies
immediately to the south west of the town. An airstrip is also present near the town of Guadalupe y Calvo. The
nearest town, Guadalupe y Calvo, is located at the “southem eastern edge of the project area and has an estimated
population of 5,000 people. Guadalupe y Calvo is the seat of the municipal government.

The climate is temperate with cool winters and mi]disummers Rainfall is erratic in terms of yearly precipitation and
occurs mainly during the summer monsoon season, The average annual precipitation is approximately 800 mm.
Vegetation consists of pine and mixed pine and demduous forest.

On site facilities consist of a Hacienda with ofﬁces housing and dining facilities. The Hacienda is currently
connected to the national power grid and telephone| llines are available for installation. A 40 tpd mill with flotation
recovery circuit is present along with various storage facilities.

History

Gold has been mined in the area when from 1835, \‘Nhen what is now called the Rosario vein was discovered, until
1940. Accurate production records are not available ‘for the period from 1835 to 1940 however it is postulated that 2
million ounces of gold and 28 million ounces of s:lver were mined. The average grade of the production has been
tentatively estimated at 37 g Auw/t and 870 g Ag/t. In 1978, the Compania Minera Los Maples de C.V. acqu1red the
property and installed a 42 t/d mill with a ﬂotatloq circuit. A Merrill Crowe recovery system was present in the
1980’s and used in a small heap leach.

In the 1980’s various studies were done but no further exploration was done. In 1994, Glamis Gold sampled the
surface and underground. In 1996, limited mappif]g and sampling and bottle roll tests were done by V-Fund
Investments. In 1998, Augusta Resource Corp. drilled 9 reverse circulation holes totalling 1,082 m on the San

Francisco portion of the Rosario vein. One of the hof%s also intersected the Nankin vein.

In October 2003 Mexgold commenced drilling at duada]upe and continued to May 200. A total of 38 holes were
completed. These holes intersected the San Franc1sco Nankin, Zorilla and the Pertenencia veins. No work has been
done on the property since May 2004. 1

Geological Setting and Mineralization

The Guadalupe project is located in the Sierra Mad:e Occidental physiographic province. In late Cretaceous and
continuing on throughout the Tertiary, the Sierra Madre region was the site of intense volcanic and intrusive activity.
Volcanic stratigraphy has been broken down into t‘wo main groups the Lower Volcanic Group (“LVG”) and the
Upper Volcanic Group (“UVG”). LVG rocks are the host of nearly all of the gold and silver deposits that have been

found in the Sierra Madre to date.

Within the Guadalupe y Calvo project area an ero‘éional window of LVG rock is exposed, surrounded by UVG
rhyolitic flows and tuffs. The main structural feature in the project area is the Rosario fault complex. The Rosario
structure strikes N 40° W and dips 45° to 50° to the \‘,vest Several east-west striking structures are present, including
the Nankin, which dip approximately 35° to the south The Concordia and El Sol structures strike N 60° W, and dip
to the south. The Rosario breccia-vein complex spllts into two distinct structures near its southern exposure, the
footwall structure being the name Refugio. Mapplng by Glamis indicates the Refugio structure has an almost due
north strike and dips approximately 45° to 50° to the {west Its northerly extension appears to be covered by alluvium.
As virtually no exploration has been done in the footwall of the main Rosario structure, it is possible that other 30°
splay structures off the main Rosario structure may be present. The limited exposure of the LVG rocks makes

interpretation of the structural fabric in regional temﬂé difficult.

Guadalupe y Calvo is a classic gold-silver epithermah district and in general is classified as a pluton related adularia-
sericite system. Based on mineralogy and alteration, gold-silver mineralization, it is of the low-sulfidation quartz-
adularia type. The system contains quartz veins, quartz breccias and stockworks hosting economlcally significant
gold and silver mineralization. The mineralization commonly exhibits open-space filling textures and is associated
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\
with volcanic related hydrothermal to geothermal systems The host Rosario structure is a complex fault system
containing multiple fault segments with the 1ntervemng ground being highly fractured. These multiple fault
segments host classic ribbon veins and quartz breclgas the result of repeated opening of the host structure. The
intervening fractured ground has been highly 5111c1ﬁed and hosts quartz stockwork mineralization.

Detailed mineralogy has not been completed, but based on hand lens observations and cyanide leach characteristics
the dominant precious metal minerals are believed t$ be electrum and argentite. The fact that Los Maples employed
a flotation recovery circuit to recover gold and sile'ier would indicate that the precious metals are fine grained in
nature. Pyrite with lesser and variable amounts of sp}‘}alerite, chalcopyrite and galena are also present.

i
Total width of the mineralized zone within the Rosario fault complex is up to 80 meters. Historic underground
mining widths of high-grade gold-silver mineralization were up to 10 meters.

Low sulfidation epithermal gold-silver mineralizatigm is the result of pressure and temperature changes within a
metal bearing hydrothermal system. Therefore economic gold and silver mineralization generally occurs within a
distinct elevational horizon. Often silver content, along with base metals, increase as the bottom of the mineralized
horizon is reached. Past mining operations at Guadalupe y Calvo have exploited high-grade gold and silver
mineralization over a vertical range of approximately 250 meters. Analysis of available data does not indicate a
major increase in silver or base metal content with increasing depth. Both historic and modemn data show that high-
grade gold and silver mineralization is present in the lowest levels of both the Rosario and Nankin structures,
therefore it is probable that mineralization contmues

Historic operations were hindered by water problems when the valley floor water table was reached. The inability of
past operations to deal with water inflow is believed to be the reason mining was not pursued down dip rather than
the abserits of high grade gold-silver mineralization. -

Exploration and Drilling

Glamis, V-Fund and Augusta have conducted modemn, well-documented, exploration activities in the area. In
addition, Phillip Argall conducted well-documentediunderground exploration program in 1902. The results of these
exploration programs are summarized in the PAH Report.

To date, Mexgold has drilled a total of 37 holes, mcludmg eight new holes announced in August 2004. Drilling has
been conducted as part of a 30,000-metre exploratlon drilling program, announced early in 2004. Gold-equivalent
grades from all drill holes to date with intercepts above a 3.0 gram per tonne cut off grade average 10.9 grams per
tonne (4.22 grams per tonne gold and 437 grams p(er tonne silver), over an average interval of 2.1 metres. Gold-
equivalent grades to date from drill holes with mtercepts above a 0.5 gram per tonne cut off grade average 2.3 grams
per tonne (0.86 grams per tonne gold and 94 grams per tonne silver), over an average interval of 11.6 metres.

Results from the eight new holes returned 10 intercébts above a 3.0 g/t cut off grade, contained within 10 intercepts
above a 0.5 g/t cut off grade. The gold-equivalent yalues used above are based on 65 grams of silver = 1 gram of
gold, calculated on a gold price of US$400 per ounce and a silver price of US$6.15 per ounce.

There was not enough drilling done to make any changes to the Inferred Resource that has been estimated in the
PAH Report. The PAH Report inferred resource was;?based on the work by previous operators of the property.

Sampling, Analysis and Security of Samples

All of the drilling samples are available at the miné office building located near the town of Guadalupe y Calvo.
This building 1s locked and a watchman is there to protect the build, its contents, and the samples. Analysis of
samples was performed by ALS Chemex laboratories of Vancouver, British Columbia, employing fire assay
analysis techniques. '

Mineral Resources and Mineral Reserves

There is not sufficient information to establish anything except an Inferred Resource for this project. Any tonnages
and grades that are given in the Inferred Resource tcan only be considered as a guide (or exploration target) as to

what may be there if sufficient exploration and development is carried out. The PAH Report calculated the potential
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of the zones from previous work done on the prope‘ity by previous operators and in this way has come up with an
Inferred Resource. These calculations should not be taken as accurate and should only used as a guide for further
work.

The assumption that the mineralized zone would extend a total of 500 m is the starting point of the calculation.
There is no information to back this up except that tﬂe mines on other epithermal veins can extend that far or further.
It is assumed that the upper remnants of the high grade zone could be mined along with the FW and HW in a bulk
tonnage open pit. It is assumed that this pit would extend down 250 m from the top of the structures. The remaining
portion could be mined from underground on the Résario and the Nankin veins. A specific gravity of 2.5 was used
in the calculations, This seems to be slightly cons%:rvatlve if the drill core that was examined was a reasonable
example. To establish a grade for the bulk tonnage section the various samples that are shown above have been
combined to establish the grades used. To establish the grade of the Rosario underground portion the historical grade
estimated by Buchanan was cut in half to 18.6 g Au/t and 435 g Ag/t. To establish the grade of the underground
portion of the Nankin vein the yearly production grade for 1938 was used. The records for 1938 were one of the last
years when records were kept. The grades used for the Nankin underground were 9.25 g Auw/t and 260 g Ag/t. The
tonnage of the upper bulk section was reduced 25%“and the underground was reduced 67% to establish a potential

size.

The following table summarizes the inferred mmeral resource estimated for the Rosario and Nankin structures.
i

Rosario Bulk Tonnage (at 75% of Available Tonnes)

Tonnes Au g/t Au Ounces' Ag g/t Ag Ounces EAu Ounces’
10,700,00 1.6 566,000 | 96 33,100,000 1,080,000
Rosario Underground (at 33% of Available Tonnes)

700,000 18.5 393,000 435 9,200,000 530,000
11,400,000 959,000 | 42,300,000 1,610,000
Nankin Underground (at 33% of Available Tonnes)

400,000 | 925 [ 118,000 , | 260 [ 3300000 [ 170,000
Total Rosario and Nankin Structures

Tonnes Au g/t Au Ounces Ag g/t Ag Ounces EAu Ounces
11,800,000 2.84 1,077,000 ; 120 45,600,000 1,780,000
) Gold equivalent ounces are based on a ratio lof 65 ounces of silver per ounce of gold.

These calculations do not take into account other structures that are known on the property and have not allowed for
strike extensions that maybe below the post mineral ¢over.

Changes in Consolidated Capitalization

‘\
The following table sets out the changes in the consolldated share and loan capital of Mexgold since the end of

Mexgold’s most recently completed fiscal year (thc‘; eight months ended December 31, 2003), based on Mexgold’s
unaudited interim financial statements for the three months ended March 31, 2006.

Capital Amount h Outstanding as at December | Qutstanding as at March
Authorized ! 31, 2005 31, 2006
Long-Term Debt [ $4,153,591 $3,618,639
Shareholders’ Equity: I
Common Shares Unlimited ° $56,474,082 $78,874,357
(Number of Common : (51,373,901) (60,148,901)
Shares) !
Contributed Surplus i $6,149,877 $7,043,760
Deficit i (36,894,872) ($4,967,620)
Total Shareholders’ Equity " $56,760,167 $81,635,577
¢} See note 9 to Mexgold’s unaudited interim ﬁnanc1al statements for the three months ended March 31, 2006
for a description of Mexgold’s loan obhgatlons
2) Excludes the Common Shares that are 1ssuz‘ible upon the exercise of the Mexgold Warrants and Mexgold

Options. ‘\
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I
Selected Consolidated Financial Information of Mexgold

|
The following table sets out a summary of Mexgold s financial operations during the fiscal years ended December
31, 2005 and July 31, 2005, and the three months ended March 31, 2006. Mexgold’s fiscal year end used to be April
30, but in 2005 it was changed to December 31. The ‘eight months ended December 31, 2005 constituted Mexgold’s

“transition year” for reporting purposes. For full mformatlon on the financial results of Mexgold and management’s

discussion and analysis for these periods, please refer to the audited consolidated financial statements of Mexgold
for the fiscal year ended April 30, 2005 and the \elght months ended December 31, 2005, and the unaudited
consolidated financial statements for the three months ended March 31, 2006, which are incorporated by reference

in this Circular.

Year Ended Eight Months Three Months
April 30, 2005 Ended Ended March 31,
‘ December 31, 2005 2006
l(audited) (audited) (unaudited)
Revenues'’ $21,868,788 $20,857,889 $12,095,242
Net Income (Loss) (34,110,132) (3974,184) $1,927,252
per share (basic and fully diluted) (30.10) (30.02) $0.03
Total Assets $65,104,395 $74,734,617 $98,779,413
Total Long-Term Financial Liabilities” | $5,875,868 $4,153,591 $3,618,639
Cash Dividends Declared per Share ; - - -
1 Revenues from mining operations. Does not include foreign exchange gains, interest income or other
mcome. ‘
2) Excluding the current portion of long-term debt.

For management’s discussion and analysis for the periods presented above, and for summary consolidated financial
information for Mexgold’s three most recently completed fiscal years and its eight most recently completed fiscal
quarters, please refer to the MD&A filed on www.sedar.com in connection with the financial statements for the
periods presented above. |

Directors and Officers

On May 11, 2006, Gregory K. Liller resigned from”the Board of Directors and from the office of Vice-President,
Exploration. Except for the resignation of Mr. Llller the directors and officers of Mexgold are as set out under
“Section 11 - Business of the Meeting - Election of “Dlrectors” “Officers of the Corporation” under “Section III -
Executive Compensation and Other Information - Officers”, and “Section IV - Corporate Governance” in the
Mexgold Management Circular.

Executive Compensation

Shareholders should refer to “Compensation of the Directors”, “Summary Compensation Table”, “Mexgold Stock
Option Plan”, “Employment Agreement”, “Directors’ and Officers’ Liability Insurance” and “Report on Executive
Compensation” under “Section III - Executive Comﬂ)ensatlon and Other Information” in the Mexgold Management
Circular, a copy of which has been delivered to each Shareholder

In addition to their compensation as directors, the members of the Special Committee are entitled to a payment of
£750 per month per member (regardless of whether a meeting of the Special Committee was held in that month),
and an additional payment of $750 per member per meetmg attended (beyond the first meeting in a month).

Options to Purchase Securities
. |

Shareholders should refer to “Mexgold Stock Option; Plan” under “Section 1II - Executive Compensation and Other
Information” in the Mexgold Management Circular, a copy of which has been delivered to each Shareholder.
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During the twelve months preceding the date of thls‘wC1rcuIar Mexgold issued an aggregate of 11,250,000 Common
Shares for total consideration of $28,125,000 on the exercise of common share purchase warrants.

|

Indebtedness of Directors and Executive Ofﬁcers‘

No director, officer or employee of Mexgold or any of its subsidiaries is, or at any time since the beginning of
Mexgold’s transitional fiscal year ended December 31, 2005 has been, indebted to Mexgold or any of its
subsidiaries.

I

Interest of Informed Persons in Material Transactions

Except as disclosed (i) in Note 15 to Mexgold’s auc{ited financial statements for the eight months ended December
31, 2005, (i) under “Interests of Management and Others in Material Transactions” under “Section III - Executive
Compensation and Other Information” in the Mexgold Management Circular, and (iii) under “Interest of
Management in Matters to be Acted Upon” in this Circular, management of Mexgold is unaware of any material
interest, direct or indirect, of any person or company who beneficially owns, directly or indirectly, voting securities
of Mexgold or who exercises control or direction ‘over voting securities of Mexgold or a combination of both
carrying more than 10% of the voting rights attached to all outstanding voting securities of Mexgold (an “insider”),
any director or executive officer of Mexgold or any si.}ubsidiary of Mexgold or any insider of Mexgold, any proposed
director of Mexgold or any associate or affiliate of any such individual or of Mexgold, in any transaction since the
commencement of Mexgold’s most recently compl!eted financial year or in any proposed transaction that has
materially affected or will materially affect Mexgold \or any of its subsidiaries.

Material Contracts
Mexgold is currently a party to the following material contracts:

L. the mining lease agreement between Metales and Compania Minera Las Torres, S.A. de C.V. dated
September 7, 2004, subsequently transferreﬁ to El Cubo, for the lease of the Las Torres gold-silver mine
complex referred to under El Cubo and Las Torres Gold-Silver Mines - Property Location and
Description”, above;

2. the loan agreement between Cubo and Nacronal Financiera S.N.C. as fiduciary of Fideicomiso de Fomento
Minero (Mining Development Trust) dated December 17, 1999, as amended February 16, 2004, referred to
under “El Cubo and Las Torres Gold-Silver Mmes Property Location and Description”, above;

3. the agreement for the purchase and sale of gold-silver concentrate between Cubo and Met-Mex Pefioles
S.A. de C.V. dated December 24, 2003, referred to under “El Cubo and Las Torres Gold-Silver Mines -
Mining Operations” under “Mineral Properti%‘es”, above.

Legal Proceedings

To the best of the knowledge of the directors and off;ﬁcers of Mexgold, neither Mexgold nor any of the subsidiaries
of Mexgold is a party to or the subject matter of any thrent or pending legal proceeding.

Auditors, Registrar and Transfer Agent

|
The audltors of Mexgold are McGovern Hurley Cunmngham LLP, Chartered Accountants, Toronto, Ontario. The
Transfer Agent and Registrar of Mexgold is Computershare Investor Services Inc., 100 University Avenue, 9th
Floor, Toronto, Ontario, M5J 2Y1. ‘

Interests of Experts !

The following persons and companies have prepared 5r certified a statement, report or valuation relating to Mexgold
described in this Circular: (i) TD Securities Inc. prepared the Valuation and Fairness Opinion; (ii) McGovern
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Hurley Cunningham LLP, Chartered Accountants, prepared audit reports as auditors of Mexgold for the eight
months ended December 31, 2005 and the years ended April 30, 2005 and 2004, (ii) Glenn R. Clark, P. Eng. of
Glenn R. Clark & Associates Limited and Leonard R Kilpatrick, P.Eng. of L.R. Kilpatrick Associates Inc. prepared
a technical report titled ““Mexgold Resources Inc Review Of El Cubo Gold - Silver Mine With Long Term
Projections Guanajuato, Mexico™ dated May 31, 2006 and (iii) Clancy J. Wendt and Mark G. Stevens, C.P.G. of
Pincock, Allen & Holt prepared a technical report titled “Guadalupe y Calvo Gold-Silver Project, Chihuahua,
Mexico” dated November 25, 2002.

None of the above-noted persons or companies hoid a registered or beneficial interest, direct or indirect, in any
securities or other property of Mexgold and its assoc%ates and affiliates
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SCHEDULE J
I
1\
CONSENTS OF AUDITORS

Consent of Auditon}fs for Mexgold Resources Inc,

We have read the Management Information Circula}f of Mexgold Resources Inc. (“Mexgold”) dated June 28, 2006
relating to the proposed acquisition of Mexgold by;i Gammon Lake Resources Inc. (“Gammon Lake”). We have
complied with Canadian generally accepted standards for an auditor’s involvement with offering documents.

We consent to the incorporation by reference in the above mentioned circular of our report to the shareholders of
Mexgold on the balance sheets of Mexgold as at Aprll 30, 2005 and December 31, 2005 and the statements of
operations, shareholders’ equity and cash flows for the year ended April 30, 2005 and the eight months ended
December 31, 2005. Our report is dated April 11, 2006

We consent to the incorporation by reference in thq above mentioned circular of our report to the shareholders of

Mexgold on the balance sheets of Mexgold as at; April 30, 2004 and 2005 and the statements of operations,

shareholders’ equity and cash flows for the years ended April 30, 2004 and 2005. Our report is dated August 3,
2005.

Toronto, Ontario

June 28, 2006 ! (signed) McGovern Hurley Cunningham LLP
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Consent of Auditors fér Gammon Lake Resources Inc.

. .
We have read the Management Information Circular of Mexgold Resources Inc. (“Mexgold”) dated June 28, 2006
relating to the proposed acquisition of Mexgold byr Gammon Lake Resources Inc. (“Gammon Lake”). We have

complied with Canadian generally accepted standard$ for an auditor’s involvement with offering documents.

We consent to the incorporation by reference in the above mentioned circular of our report to the shareholders of
Gammon Lake on the balance sheet of Gammon Lake as at December 31, 2005 and the statements of operations and
deficit for the five months ended December 31, 2005. Our report is dated March 15, 2006.

Halifax, Nova Scotia

June 28, 2006 (Signed) KPMG LLP
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Consent of Auditors fo;;r Gammon Lake Resources Inc.

We have read the Management Information Circular of Mexgold Resources Inc. (“Mexgold”) dated June 28, 2006
relating to the proposed acquisition of Mexgold byHGammon Lake Resources Inc. (“Gammon Lake”). We have
complied with Canadian generally accepted standard% for an auditor’s involvement with offering documents.

We consent to the incorporation by reference in the:i above mentioned circular of our report to the shareholders of
Gammon' Lake on the balance sheet of Gammon Lak”e as at July 31, 2005 and the statements of operations and cash
flows for the fiscal year ended July 31, 2005. Our report is dated September 10, 2005.

Halifax, Nova Scotia |
.

June 28, 2006 ! (Signed) Grant Thormnton LLP




